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CHAPTER 1 : INTRODUCTION 
Nature of the Problem 
In a private enterprise economy, the firm as an autono­
mous administrative unit transforming inputs into outputs 
pursuant to seme entrepreneurial objective function and con­
sistent with a technical production function, occupies a 
1 2 
central role both in economics and in law. The interest of 
economics in the firm is primarily that associated with the 
dual role of resource.allocation and inccme distribution. 
Frcm the legal standpoint, the firm as an institution repre­
sents, embodies, and participates in specific relationships 
of an interindividual, interfirm, firm-individual, and intra-
firm nature. In effect, the law provides a finite struc­
tural framework for the conduct of economic activity by 
firms. 
The association of land, labor, capital, and management 
for the purposes of production of goods and services and 
distribution of resultant inccme is as old as antiquity itself. 
The family, as an economic as well as a social unit, represents 
^See generally Allen, Mathematical Economics ch. 18 (2d 
ed. 1960); Henderson & Quandt, Microeconomic Theory - A Math­
ematical Approach (1958); Penrose, The Theory of the Growth of 
the Firm (1959). 
See generally Ballantine, Corporations (rev. ed. 1946); 
O'Neal, Close Corporations; Law and Practice (1958); Crane, 
Partnerships (2d ed. 1952). 
2 
3 
the earliest forms of firm organization. The family (and 
clan) in producing first for its own needs and later partly 
for market, laid the foundation for the forms of increasingly 
independent associations that served as organizational de­
vices through the evolution of the craft, domestic, and fac­
tory systems.^ While entrepreneurial activity was a secondary 
function of families and clans, it later became the sole func­
tion of fully independent associations. The emergence of a 
separate economic organism, quite apart frcm the individuals 
engaged in econcxaic activity as owners, employees, or contract­
ing parties, has permitted a state of autoncmy to exist with 
the firm continuing beyond the lives of participating individ­
uals . ^ 
The transition from rudimentary sole proprietorship firms 
based upon econcmic activity of the family to multi-membership 
firms involving related parties was a natural result of busi­
ness continuation by heirs (often the sons) of larger firms 
after the death of the titular head of the family sole propri­
etorship.^ Thus, the early forms of partnership firms came 
3 See, e.g., Scmbart, Medieval and Modern Commercial Enter­
prise. Enterarise and Secular Change 25, 31 (Lane & Riemersma 
eds, 1953) /hereinafter cited as Lane & Riemersma7. 
4 
See Boulding, Economic Analysis 506-507 (3d ed. 1955); 
Schmoller, The Historical Development of Enterprise. Lane & 
Riemersma 3, 10-11. 
^See Sombart, supra note 3, at 36. 
^See id. at 31. 
3 
into existence. Economic historians have observed that even 
after the emergence of family partnership activity, the firm 
differed substantially from modern capitalistic enterprise, 
in that the "acquisitive tendency" remained undeveloped 
largely because of the influence of non-profit motives in 
the conduct of the business. Moreover, business records make 
it clear that econcmic conduct was pervaded by fraternal and 
communal sentiments. Business capital was not kept separate 
from other parts of the family fortune.^ As partnerships 
developed, however, partners were united by contractual 
g 
rather than kinship ties and business activity became an 
autonomous sphere, legally separate from the owners, employees, 
and their families. 
With the development of more complex econcmic relation­
ships and larger aggregations of productive resources, and 
with concomitant demands for appropriate legal devices for 
firm organization and operation, the family sole proprietor­
ship and partnership have been augmented by a substantial array 
of legal forms of business organization. Organizations of 
craftsmen gave way to the gilds of the middle ages; trading 
cOTipanies, modeled on the gilds, presaged the stock corpora­
tions. In modern econcsnic and business life, alternative forme 
^See id. at 32. 
g 
It is interesting to note that early statutes allowed 
Partnerships only among citizens of one and the same town, ombart, supra note 3, at 35. 
4 
of firm organization provide a virtual continuum for alloca­
tion of risk, control, and profit among the participants in 
business enterprise. Legally, forms of business organization 
are uniquely and singularly identified as sole proprietorships, 
cooperatives, general or limited partnerships, joint ventures, 
trusts, joint stock canpanies, or corporations. However, 
considerable overlapping in characteristics of the various 
alternatives exists and provides a wide choice of organizational 
form. 
Although the theory of the firm has occupied a central 
position in economic thought and theory, the economic effects 
of the legal form of organization upon the firm have not re­
ceived comparable attention in the literature. This study 
considers the economic effects of the corporation as an 
alternative form of business organization for small, closely-
Q 
held firms. Concentration upon the organization of small, 
closely-held firms is warranted in that though large corpo­
rations occupy a dominant position in the nation's economy, 
Û 
A firm is considered to be "closely-held" if stock is 
held by a few individuals and is not traded over-the-counter 
or in established securities markets. 
^^Corporations with assets of $1,000,000 or more represent 
approximately 7% of all corporations but hold about 89% of all 
corporate assets in the United States. Chapman, Small Busi­
ness Executive Development and the Business Case, 35 Iowa Bus. 
Dig., July 1964, p. 11, n.4. 
5 
small businesses^^ make up more than ninety per cent of all 
12 
nonfarm business firms in the United States. Moreover, more 
13 than ninety-five per cent of all farms are "family farms". 
Thus, small businesses both in agricultural and nonagricultural 
sectors quite clearly have numerical doninance in the United 
States. In many instances, particularly in agriculture, the 
small firm remains closely associated with the family house­
hold in the tradition of the early forms of business organi­
zation. 
Notwithstanding the assertion that legal forms of business 
organization do not correspond to economic realities,if the 
legal form of business organization impinges upon and affects 
resource allocation and inccmie-distribution in the firm, in­
quiry into the social efficacy of the legal form is justi­
fied. An opportunity may exist for developing a theory of 
business organization optimality pursuant to the objectives of 
a firm's decision makers. 
^^The term "small business" is intended to describe those 
businesses designated as such by the Federal Small Business 
Administration. See Harl, Selected Aspects of Employee Status 
in Small Corporations. 13 Kan, L. Rev. 23 (19%). 
12 See Harl, supra note 11, at 23, n.l. 
13 See U.S. Dep't. of Agriculture, Family and Larger-Than-
Family Farms, Agric. Econ. Rep't No. 4, at 1 (1962). The 
author therein classifies as "family farms" those farms using 
less than 1.5 man-years of hired labor. Id. at 5^ 
^^See Sombart, supra note 3, at 34. 
6 
Although the legal framework governing firm organization 
and operation applies uniformly to nearly all types of firms, 
and relevant economic theory likewise is applicable to firms 
generally, this study is specifically oriented toward con­
sideration of the effect of the corporate form of organization 
upon farm firms. The analysis is limited to farm firms for 
the reasons that (1) generalization of results is facilitated 
inasmuch as the more than three million farm firms in the 
United States exhibit a considerable hanogeneity in terms of 
size, objectives, ownership, and production processes; (2) 
utilization of the corporate form by farm firms apparently has 
increased substantially in recent years ;and (3) technolog­
ical change in agriculture has created the need for adjust­
ments favorable for consideration of the corporate form of 
farm business organization. The first two reasons commend­
ing agricultural firms for analysis of the effects of the 
corporate form of organization bear no further mention. The 
latter point, that of technological change, deserves additional 
consideration. 
Technological developments have encouraged the substitu­
tion of capital for labor in farm firms and have enabled in-
^^The 1959 Census of Agriculture enumerated 3,710,503 
farms in the United States. U.S. Census of Agriculture, 
1959, Vol. II, p. 25. 
^^See Harl, supra note 11 at 55. 
7 
dividual farmers to manage greater amounts of capital. As an 
indication of the extent of technological change, farm output 
per man hour more than doubled during the period from 1949 to 
17 1962. In 1940, each farm worker produced enough food and 
fiber to supply himself and nine others ; by 1962 each farm 
worker produced sufficient products for himself and twenty-
18 
eight other persons. The greater productivity per farmer 
has been accompanied by greater capital requirements for real 
and personal property. Investment in farm machinery and motor 
vehicles increased six-fold at current prices in the twenty-
19 two year period from 1940 to 1962. Livestock values more 
than tripled during the same period and farm real estate 
20 
values were more than four times higher in 1962. These 
increases in total farm investment came at a time of rapidly 
decreasing numbers of farms and increasing farm size, thus 
resulting in even more pronounced increases in investment per 
farm and per farm worker. The value of production assets per 
farm in 1940 was 6,160 dollars. By 1962 that figure had risen 
^^U.S. Dep't. of Agriculture, Stat. Bull. No. 233, Changes 
in Farm Production and Efficiency 41 (1963). 
|-®Id. at 45. 
19— 
U.S. Dep't. of Agriculture, Agric. Information Bull. No. 
270, The Balance Sheet of Agriculture 15 (1962). 
20 
Ibid. 
8 
21 to 47,632 dollars per farm, again at current prices. The 
1940 investment of 3,349 dollars per farm worker had in­
creased to 23,259 dollars in 1962.^^ 
From an acreage standpoint, farm size increased from an 
average of 174.5 acres nationally in 1940 to 302.8 acres in 
1959, while the total number of farms dwindled from 6,096,799 
in 1940^3 to 3,710,503 in 1959.^^ 
The extensive changes infirm size and capitalization 
attributable to agricultural technology raise important 
questions with respect to capitalization of farm businesses, 
transfer of property from one generation to the next, taxa­
tion of income, retirement planning for employees, alloca­
tion of business liabilities among owners, and other relevant 
aspects of farm business organization and operation. The 
sufficiency of traditional forms of farm business organiza­
tion, the sole proprietorship and its principal variant, the 
landlord-tenant relationship, has been called into question, 
particularly with respect to allocation of risk and uncer­
tainty, availability of debt and equity capital, differential 
^^Id. at 16. 
^^Ibid. 
^^U.S. Census of Agriculture, 1939, Vol. Ill, p. 34; U.S. 
Dep't. of Agriculture, Agricultural Statistics 442 (1961). 
^^See note 15 supra. 
9 
taxation burdens, and efficiency In allocation of resources at 
a point In time and over the life cycle of the farm business. 
The recent substantial Increases In capital requirements 
of farm businesses raise Important questions of capital a-
vallablllty for efficient farm operation. The form of capital 
(debt or equity) obtained from sources without the farm firm 
25 
Is an additional consideration. Moreover, the erosion of 
firm capital in each generation to pay nonfarm heirs their 
statutory or testate inheritance shares beccmes more important 
with increasing amounts of capital per firm unless the ability 
to accumulate capital from firm operation increases con­
comitantly. 
The movement of individuals with accompanying capital in­
vestment into and out of the farm business in consonance with 
individual life cycles creates problematic situations of greater 
magnitude with larger amounts of capital involved. The greatly 
increased investment per farm and per farm worker has stimu­
lated Interest in Intergeneration transfer of farm business 
assets to facilitate the entry of individuals into farm busi­
nesses. Coital requirements are making it more and more 
difficult for the beginning farmer to ccmmence farming with 
25 On the average, farmers own greater than 85% equity in 
their businesses. U.S. Dep't. of Agriculture, Agric. Finance 
Rev. 3 (Supp. 1962). If capital requlrenents continue to 
rise, it may become necessary for farmers to seek nonfarm equi­
ty c%ital. See Chapter II for a discussion of possible econom­
ic effects of using nonfarm equity capital. 
10 
low equity capital in the necessary production assets and build 
up an efficiently operating farm business during the course of 
Ms lifetime. Therefore, it has become at least unilaterally 
desirable to plan for the systematic transfer of farm businesses 
frcxD one generation to the next in a manner acquisitionally 
feasible by the succeeding generation. Imposition of federal 
estate and state inheritance taxes represents an additional 
reason for interest in farm estate planning or intergeneration 
farm property transfer. 
Movement of individuals with labor, management, and capital 
inputs out of the firm at or near the end of their life cycle 
raises problems commonly classified as retirement aspects of 
firm organization. Individual objective functions may include 
maximization of social security benefits, reasonable income se­
curity during retirement, and, within specified limits, trans­
fer of property to successors during life. 
The inability of self-employed individuals to qualify for 
full participation in employee benefits such as health and 
accident plans, group term life insurance, and deferred com­
pensation plans has prompted interest in examining the tra­
ditional forms of farm business organization and also interest 
in a critical appraisal of forms of business organization 
permitting farmers to attain employee status while retaining 
11 
the rights of an owner of the business. 
Greater use of power equipment and machinery including 
farm trucks and automobiles, and the peripatetic nature of 
individuals raises the question of farm business liabilities 
in sharp perspective. And the larger amounts of nonfarm in­
vestments owned by farm firms and individual farmers empha­
size the importance of considering the effects of farm business 
tort and contractual liabilities in selecting a form of busi­
ness organization. The effects of unlimited firm and personal 
liability for business obligations in most unincorporated 
firms may be to reduce planning horizons and alter resource 
allocation to minimize the probability of incurring business 
liabilities. 
These effects, attributable largely to the changing nature 
of the agricultural sector of the economy, have illuminated 
basic weaknesses in the traditional methods of farm firm 
organization. The corporation evolved in the industrial sec­
tor as firms became larger and gradually moved away frcm 
family and family partnership donination and control. Atten­
tion has been directed to the corporate form as a possible 
The Congress in 1962 enacted into law a provision per­
mitting self-employed persons including farmers to establish 
tax-privileged retirement plans similar in some respects to 
the employee plans ^ ich have long been sanctioned under the 
Internal Revenue Code. However, the provisions for self-
employed individual-s retirement plans are substantially 
more restrictive in several essential respects than those for 
employee plans. See Harl, supra note 11, at 48-50. 
12 
alternative organizational device for farm firms. The tra­
ditional forms of organization may be inadequate for attaining 
the objectives of the firm and the parties thereto. 
However, application of the corporate form to farm firms 
has encountered both critical comment and statutory opposition. 
Some states expressly prohibit farm incorporation or the opera-
27 tion of farm corporations within the jurisdiction. Others 
28 
restrict the maximum size of farm corporations. 
Since the publication of Aldrich's book. Farming Corpora­
tions . in 1892, controversy has raged over the economic, 
political, sociological, and moral ramifications of farm in-
29 
corporation. The heat of the controversy appeared to reach 
its apogee during the depression of the 1930's. As viewed by 
one writer in 1931, "countless American Farmers in the Wheat-
growing country are agitating against the corporation owned 
farm and the chain farm. They see visions of gigantic trac­
tors driving them and their families from the land, crushing 
the enterprises on which they have spent their best years, 
^^See Chapter II. 
^®See Chapter II. 
^^See McWilliams, Factories in the Field (1939); 
Schmiedeler, Vanishing Homesteads (1941); Black, Social and 
Economic Aspects of Large Scale Farming in the Cornbelt, 13 
J. Farm Econ. 146^1931;; GrimesHSocial and Economic Aspects 
of Large-scale Farming in The Wheat Belt. 13 J. Farm Econ. 21 
%T531); Schroeder, Corporation or Family Farms? 71 Christian 
Century 608 (1954). 
13 
converting farms into factories with time clocks and wage 
slaves. The Wheat growers have been mobilizing, determined 
to drive out the corporation farm which they view as an agre 
of Wall Street."30 
In the literature, the term "farm corporation" is often 
considered to be synonomous with vast farm operations. This 
may tend to mask the precise nature of objections to the corpo­
ration as an alternative business organizational device. Al­
though the large corporate farm - the "factory in the field" -
received considerable publicity, particularly in the 1930*s, 
the predominant use of the corporate form in agriculture 
31 
currently is by relatively small, closely-held farm firms. 
Previous Research 
Research on the firm as an autonomous production unit can 
be approached from many disciplinary vantage points Including 
those of economics and law. 
Economic analysis of the firm 
Within economics, the literature reveals several different 
approaches to the study of the firm. The "theory of the 
on 
Gard, Agriculture's Industrial Revolution, 34 Current 
History 853 (1931). 
Ol 
See, e.g., Harl, O'Byrne & Timmons, A Closer Look at 
Iowa Farm Corporations, 15 Iowa Farm Science. Aug. 1960, 
prT3": 
14 
firm", as part of the wider theory of value in the theoreti­
cal investigation of price determination and resource allo-
32 
cation, occupies a central role in economic analysis. 
Assuming that the firm operates within perfectly competitive 
product and factor markets, the received theory states that 
the firm's objective is to maximize net revenue given a set 
of prices and a technologically determined production func­
tion. Net revenue maximization is accomplished by determin­
ing the optimal mix of inputs and outputs, i.e., the equl-
33 librium position. Prior investigation has considered the 
departure from the purely canpetitive environment in factor 
and product markets and has analyzed the firm under various 
34 forms and degrees of less than perfectly competitive behavior. 
These extensions retain the basic analytic framework and de­
cision-making process postulated for the firm under perfect 
competition while extending the theory to different market 
situations. And econonic inquiry has considered various 
effects of relaxing the assumption of perfect knowledge and 
35 
certainty in the traditional theory of the firms. Recent 
^^See, e.g.. Hicks, Value and Coital ch. VI (2d ed. 
1946). —^ 
33 See Chapter II for an e^ganded discussion of the theory 
of the firm. 
^^E.g., Chamberlin. Theory of Monopolistic Competition 
(8th ed7%É7). 
^^E.g., Heady, Economics of Agricultural Production and 
Resourceuse pt. Ill (1952). 
15 
investigation has contributed to a "behavioral theory of the 
firm" on the way business firms make econanic decisions. 
Economic theoreticians have considered substitutes for profit 
37 
maximization as the single firm objective and have ques-
38 tioned the assumption of maximization of profits. 
Existing economic theory of the firm has been the subject 
39 
of critical commentary, including that of failure to view 
the firm as an organization,^^ Economic literature is virtu­
ally devoid of research on the economic effects of legal forms 
of firm organization. Investigations involving contractual 
acquisition of factors of production through leasing arrange­
ments involving landlord-tenant relationships come perhaps the 
closest to consideration of the form of business organization 
from a legal as well as an economic standpoint.^^ 
36 
E.g., Cyert & March, A Behavioral Theory of the Firm 
(1963). 
37 See.e.g.. Rothschild, Price Theory and Oligopoly. 57 
Econ. J. 299 (1947) (suggestion that motive of entrepreneur 
is long-run security of profits). 
38 
E.g., Simon, A Behavioral Model of Rational Choice. 
69 Q.J. Econ. 99 (19357: 
39 See, e.g.. Cyert & March, op. cit. supra note 36, ch. 2. 
40 See Cooper, Theory of the Firm; Some Suggestions for 
Revision. 39 Am. EconT Rev. 1204 (1949). 
^^See, e.g.. De Benedictis & Timmons, Identification and 
Measurement of Inefficiencies in Leasing Systems (Iowa State 
University Agricultural & Home Economics Experiment Station 
Research Bull. No. 490, 1961). 
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Legal analysis of the firm 
The organization of firms constitutes a major part 
of legal literature. The writings appearing in legal jour­
nals under the rubric of the various component parts of 
the broad field of business organization^^ and the reported 
cases emanating from the state and federal court systems 
(plus foreign literature and reported law) represent sub­
stantially more material than could be analyzed adequately 
in a single professional life time. There is no paucity 
of legal information on alternative forms of organization 
for business firms. 
Much of the legal research and writing on firm organi­
zation is readily classifiable by traditional form of organi­
zation. Thus, material may be found under the subheadings 
The economic firm concept has no exact counterpart in 
legal literature, although the unincorporated sole pro­
prietorship, the general partnership, and the small, closely-
held corporation without subsidiaries approximate the e-
conomic "firm" in scope and functional meaning. The large 
corporation with subsidiaries or with ownership or man­
agement linkage to another legal entity may depart sub­
stantially fron the concept of the econonic firm. Inas­
much as this study is concerned with the effects of in­
corporation of the small, closely-held firm, the eco­
nomic "firm" will be taken as synonmnous with the legal 
business organizational entity. 
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of corporations,^^ partnerships,^^ agency,and trusts. 
Legal material may also be located under subject matter 
headings that transcend firm organizational lines. Thus, 
materials on taxation^^ and bankruptcy^® provide information 
on firm operation. 
Â substantial proportion of the legal research imping­
ing upon or related to the firm is designed to illuminate the 
positive law, the law that "is" as of a particular time and 
place. The principal beneficiaries of such research are the 
practitioners of law and the decision makers with respect to 
the law who seek guidance on its current state. To a limited 
extent, legal research affecting the firm is normative in 
the sense that errors in logic, analysis, or historical in­
terpretation of prior law are identified. Legal research on 
various aspects of the firm is not generally known, however, 
for consideration of economic, sociological, or other nonlegal 
effects of the extant legal framework. 
^^See, e.g.. Ballantine, Corporations (rev. ed. 1946); 
Hornstein, Corporation Law and Practice (1959); O'Neal, 
Close Corporations: Law and Practice (1958). 
^^E.g.. Crane. Partnerships (2d ed. 1952); Rowley, Law 
of Partnërsèips (2à ed. 1960). 
, Mechem, Law of Agency (4th ed. 1952). 
46 
E.g., Scott, Trusts (2d ed. 1956); Restatement (Second), 
Trusts TÎ959). 
*^E.g.. Mertens, Federal Income Taxation (1958); O/Byrne, 
Farm Inccxne Tax Manual (rev. ed. 1964). 
48 
E.g., Collier, Bankruptcy (14th ed. 1962). 
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To a considerable extent, knowledge in the legal disci­
pline relative to the firm does not distinguish between 
small, closely-held firms and large, widely-held businesses. 
The agricultural corporation 
Since 1958, legal,agricultural,^^ and economic^^ 
journals have reported the results of numerous studies on the 
corporate form of business organization as applied to farm 
53 firms. Empirical research has been conducted in Iowa, 
Nebraska,Oregon,and South Dakota.Other studies. 
For example, general corporation laws in most states 
provide a ccnmon framework for the incorporation of firms 
regardless of capitalization, number of shareholders or ob­
jectives. See, e.g.. Iowa Code ch. 496A (1962). A few 
jurisdictions have enacted statutory provisions specifically 
for incorporation of small, closely-held firms. N.C. Gen. 
Stat, i 55-73(a) (Supp. 1957). See N.Y. Bus. Corp. Law. 
^^E.g., Family Farm Corporations, 1960 Wis. L. Rev. 555. 
^^E.g., Harl, 0'Byrne & Timmons, A Closer I^ok at Iowa 
Farm Corporations, 15 Iowa Farm Science, Aug. 1960, p. 13. 
^^.g., Hubbard, Does the Farm-Ranch Corporation Solve 
or Circumvent Problems? 43 J. Farm Econ. 1216 (1962). 
CO 
See Harl, O'Byrne & Timmons, A Closer Look at Iowa 
Farm Corporations, 15 Iowa Farm Science, Aug. 1960, p. 13. 
See Krantz, Fana and Ranch Incorporation in Nebraska, 
(University of Nebraska, 1962). 
^^See Hubbard, Does the Farm-Ranch Corporation Solve or 
Circumvent Problems? (Oregon State University, 1961TT 
^^Clark & Donohoe, Report on South Dakota Farm Corporations, 
(University of South Dakota, 1962). 
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57 largely descriptive in nature, have also been reported. 
Most of the reported studies have concentrated on the state of 
positive law and the implications for incorporating farm 
Beck & Raup, Incorporating the Family Farm Business 
(University of Minnesota Agricultural Experiment Station Bull. 
461, 1962); Crossmon, Research Into Management Problems of 
Corporate Farming. 35 J. Farm^Econ. 953 (1953); Eckhardt, 
Should tEe Farmi^ Incorporate? 1 The Practical Lawyer, Feb. 
1955, p. 61; French, Bortfeld, Pine & Logan, What About In­
corporating Farms in Kansas? (Kansas State University Agri­
cultural Experiment Station Circular 376, 1960); Harl, The 
Farm and Ranch Corporation — Business Organizational Form of 
the Future. 43 Neb* L. Rev. 365 (1964); Family Farm Corpo­
rations (State University of Iowa Agricultural Law Center 
Monograph No. 2, Harris & Hines eds. 1963); Hill, Should We 
Incorporate the Farm Business (Michigan State University 
Cooperative Extension Service Extension Bull. 371, 1959); 
Hubbard & Blanch, The Farm-Ranch Corporation — A Tool for 
Financial Planning and Management (Oregon State University 
Agricultural Experiment Station Bull. 576, 1961); Krausz & 
Mann, Corporations in the Farm Business (University of 
Illinois Extension Service Circular 797, rev. 1960; Lofts-
gard & Herbison, Family Farming Incorporated (North Dakota 
Agricultural Extension Service Circular A-321, 1960); 
McElroy, North Dakota's Anti-Corporate Farming Act. 36 
N.D.L. Rev. 96 (1960); Note. Incorporating the Farm Busie 
ness, 43 Minn. L. Rev. 305, 78Z (1959); O^Byme, Krausz, 
Harl & Jurgenson, The Farm Corporation (Iowa State Uni­
versity Extension Service Pam. 273, North Central Regional 
Extension Publication No. 11, I960); Petrie, Considerations 
Wh^ Incorporating the Family Farm. 39 Neb. L. Rev. 575 
iiybO;; Shoemaker, Incorporation of Family Agricultural 
Businesses. 30 Rocky Mt. L. Rev. 401 (1958); Strasner, 
Agricultural Corporations in Oklahana. 16 Okla. L. Rev. 161 
(1963); Family^arm Corporations. 19bO Wis. L. Rev. 555; 
Timmons & Harl. Incorporation of Farms: Advantages and Dis­
advantages . 24 J. of Amer. Soc. of Farm Managers & Rural 
^praisers, Oct. 1960, p. 57; White, T^ation of the Family 
Farm Corporation and Partnership ; Variations on a Th^e. 
36 N.D.L. Rev. 87 (1960) ; Woods & Chastain, Adaptability 
of Corporate Organization to Family Farms (Auburn University 
Agricultural Experiment Station Bull. 343, 1963). 
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firms. Few have considered in substantial detail the eco-
n<niic effects of the corporation as an alternative form of 
58 
organization for farm firms. And none has been reported 
that attempted to measure quantitatively the economic ef­
fect of the corporation as an alternative form of business 
organization. 
59 The empirical studies in four states involving surveys 
of existing farm corporations, although conducted independ­
ently, reveal considerable similarity in the nature of firms 
utilizing the corporate form of doing business and the rea­
sons motivating incorporation. Large publicly-held farm 
corporations apparently have not made much headway in Iowa, 
Oregon, and South Dakota. The South Dakota Study revealed 
that approximately eighty per cent of the farm and ranch 
corporations in that state were wholly owned by members of 
the same family. All of the corporations studied in the 
Iowa survey were closely-held, and ninety-five per cent 
were owned by individuals v^o were all related by blood or 
58 For a brief discussion of seme selected economic as­
pects of farm incorporation, see Fischer, Harnsberger & 
Ottoson, Economic Aspects of the Closed Corporation in 
Agriculture» Family Farm Corporations (State University of 
Iowa Agricultural Law Center Monograph No, 2, Harris & Hines 
eds. 1963). 
59 See notes 53.to 56 supra. 
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marriage. In the Oregon study, only about ten per ceût of the 
corporations were owned by nonrelated shareholders and ap­
proximately one-half of the corporations called themselves 
"family farms." 
Farm corporations are generally envisioned as operators 
of the farm business with the corporation owning or hiring 
all of the resources of production including labor. By con­
trast, some farm corporations are "incorporated landlords" 
with the corporation as land owner leasing the land to one 
or more tenants. In the Iowa study, nine of the twenty corpo­
rations studied were incorporated landlords. 
The average size of farm corporations is larger than the 
average for unincorporated farms. Land holdings of the 
twenty Iowa farm corporations studied ranged froa 160 acres 
to slightly less than 3,000 acresThe operating farm cor­
porations managed 846 acres on the average while the incorpo­
rated landlords averaged 523 acres. These figures for Iowa 
farm corporations may be compared with the 1959 census figure 
of 194 acres for the average Iowa farm.^^ 
The incorporation of a farm business generally occurs 
only after a careful and thorough investigation of the ad-
^^These figures represent the total number of acres in 
the farm business including land owned by the corporation and 
land rented by the corporation from others. 
Census of Agriculture, 1959, Vol. I, pt. 16, 
p. 4. 
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vantages to be gained and the disadvantages to be incurred. 
In some cases the field studies of existing farm corpora­
tions revealed that one overpowering reason prompted in­
corporation. However, in most instances the decision to 
incorporate was made on the basis of several real or sup­
posed advantages, each differing scmewhat in importance 
to the incorporators. Studies in the four states indicated 
that four major factors account for most of the decisions 
to incorporate in those states: (1) the ease of transfer­
ring interests in property by transferring shares of stock 
to accanplish specific estate planning objectives, (2) the 
possibilities for planning ownership and managanent suc­
cession to make continuation of the business easier after 
death of the original owners, (3) the avoidance of full 
owner liability for obligations of the business through 
shareholder limited liability, and (4) the opportunities 
for income tax saving and minimization of federal estate 
and state inheritance taxes under the corporate form of 
organization. Greater access to coital and more advantageous 
retirement planning for employees were found to be less com­
mon motivating factors for incorporation. 
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Interdisciplinary Inquiry 
This study involves inquiry into subject matter areas 
over which jurisdiction has long been claimed by several 
63 
disciplines. The firm is a concept of importance to eco­
nomics; law, sociology, political science, anthropology, 
social psychology, and other disciplines. However, consid­
eration is limited herein to the disciplines of economics 
and law. 
Arguments have long been made that law and the social 
sciences,including economics, have some degree of necessary 
62 
The term "interdisciplinary" is used to connote a 
procedure whereby members of a discipline may better under­
stand, appreciate, and work with members of another discipline. 
The term is not used herein to mean a disciplinary synthesis. 
63 A discipline is defined as a bounded subject matter area 
providing a relational set of assumptions, deductions, and con­
clusions which are known and accepted, tentatively or other­
wise, by a collection of individuals. 
^^A social science is distinguishable as a method for 
verifying and rejecting hypotheses about human behavior in 
seeking systematically to apply the spirit and techniques of 
modern science to man in his relation with others. See 
Wunderlich, Semantic Problems of Interdisciplinary Research 
(1964). It is recognized that a split of authority exists 
over whether law or jurisprudence is in fact a social science. 
Compare Cairns, Law and the Social Sciences (1935) (anthro­
pology economics, sociology, political science, and psy­
chology referred to as social sciences), with 25 Encyclo­
pedia Americana 186f (1958) (history, geography, political 
science, economics, sociology, anthropology, criminology, 
jurisprudence, and philosophy included as social sciences). 
In light of the definition of social science herein set 
forth, and in light of the fact that lawyers and legal 
philosophers have not generally considered law to be a social 
science, law and the social sciences are referred to juxta-
positionally with conjunctive linkage in this study. 
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Interrelatedness. 
fifi 
The author has elsewhere elaborated one theoretical 
fram e w o r k  f o r  t h e  in t e g r a t i o n  o f  l a w  a n d  e c o n o m i c s , I n  
brief summary, the theory holds that research activity in law 
and economics may proceed at three levels of interrelation­
ship under the basic assumption that the research problem 
under study involves the disciplines ccmplementarily. At 
the first level, the legal research conducted as a contri­
bution to the interdisciplinary study may be referred to 
68 
as a descriptive analysis of the relevant positive law. 
Legal-economic collaboration at this level of research 
enables researchers to gain perspective and a sense of com-
See. e.g.. Swan, Reconstruetion and the Legal Pro­
fession. 28 Yale L.J. 784, 794 (1919); Stone, The Future of 
Legal Education. 10 A.B.A.J. 233 , 234 (1924). For more re­
cent discussion of the relationships of law and economics see 
Harris, Legal-Econcmic Interdisciplinary Research, 10 J. Le­
gal Ed. 452, 469 (1958); Legal-Economic Research (State Uni­
versity of Iowa Agricultural Law Center Monograph No. 1, 
1959) ; Timmons, Integration of Law ^ d Economics in ^ alyz-
ing Agricultural Land Use ProBTans, 37 J. Farm Econ. 1126, 
TTII71555). 
fifi 
Harl, Modifying Institutional-Legal Relations Among 
Private Parties to Facilitate Adjustmentsin Agriculture, 46 
J. Farm Econ. (1964) (forthcoming). 
67 
It is not suggested that the authorns theory of inte­
gration constitutes the only approach to disciplinary inte­
gration, or even the most helpful approach in a particular 
situation. A subject of inquiry as broad and many-faceted 
as the integration of law and economics may encompass many 
theories without evidencing intellectual discomfort. 
^^"Positive" law, as opposed to normative law, is the 
extant law as of a particular time and place. 
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monality of objective. The extension of econcmic analysis 
into subject matter areas intimately interlaced with law is 
encouraged, thus enabling economic analysis to be made 
substantially more precise. This study devotes considerable 
attention to subject matter integration at the first level. 
Relevant positive law is subjected to economic analysis, 
strategies for decision makers are formulated which involve 
both legal and econonic parameters, and the functioning of 
an institutional system is observed in terms of economic perr 
formance. 
At the second level of interdisciplinary integration, the 
law is considered as flexible and amenable to change and hence 
may be cast in the role of a dependent variable for analytic 
purposes. This level or approach to inquiry may be viewed as 
a normative analysis of legal institutions impinging upon 
econonic activity. A premise basic to the normative approach 
is that "if the roots of law extend to knowledge and human 
experience examined by the social sciences, then legal change 
should ideally flow frcm and be directed in large part by the 
research results of the appropriate disciplines. The norma­
tive approach to legal-economic research suggests how the law 
can contribute to the satisfaction of human wants rather than 
how these wants can be satisfied within a given legal frame­
work."^^ The relationship may be expressed in the following 
^^Harl, supra note 66. 
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general form with X, change in the law with respect to a 
particular social issue, appearing as a dependent variable: 
X = f(Xi, X^, X^) (1) 
where Xj^, X^ represent relevant aspects of the social 
and physical sciences and prior law impinging upon a particu­
lar social issue. Thus, it might be stated that a change in 
the law of corporations is a function, inter alia, of the 
relevant aspects of economics, sociology, political science, 
and prior law. The number of X's, as independent variables, 
may be extended without limit to identify all disciplines 
whose subject matter is demonstrably relevant to the issue 
under study. The role of prior law, as an independent variable, 
is defined to a considerable degree in terms of the demand of 
the social order for certainty, stability, and uniformity. 
These qualities are attained to an extent deemed acceptable 
through the doctrine of stare decisis.The inclusion of 
multiple variables in the law-making function presents a 
problen of choice in the attachment of weights to the in­
dependent variables. With 3^^, ...,3^ as coefficients for 
the n independent variables in equation 1, the decision-
^^The term stare decisis means literally to stand by 
decided cases, to uphold precedent, and to maintain former 
adjudications. The doctrine rests upon the principle that 
law by which men are governed should be fixed, definite, 
and known, and that upon declaration of the law by a court 
of cmnpetent jurisdiction, such declaration is itself evi­
dence of the law until changed by competent authority. 
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making model could be expressed as follows: 
X = (2) 
n 
subject to Z P. = 1 
i=l ^ 
Thus, if the social issue under study is statutory revision 
of a jurisdiction's general business corporation law, the 
legislature must perforce attach weights to the various 
relevant independent variables. If the social issue is trial 
of a law suit involving the authority of a board of directors 
to refrain from declaration of dividends, the judge as the 
decision maker must likewise attach weights to the relevant 
independent variables, including of course the coefficient for 
prior law. This study considers, to a limited extent in 
Chapter VI, the normative approach to legal-economic inte­
gration. For purposes of this study, it is assumed that the 
coefficients for both law and economics bear significant 
positive values for any X involving change in the institu­
tional framework for organization, operation, and dissolution 
of the firm. 
The ccmplex interrelationships that exist within and 
between law and the social and physical sciences are admit­
tedly aot all described in the above formulations. It is 
e:qplicitly recognized that interdisciplinary influence is 
not necessarily a unidirectional concept. 
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Therefore, a third level of interdisciplinary research 
is posited. The basic assumption underlying this approach 
is that law, and other disciplines as well, exert an in­
fluence on selected disciplines. Thus, law may serve not 
only as an independent variable as in equation 1 for the 
law-making function, but also as an independent variable for 
functions wherein sociological considerations are dependent, 
for example. The interrelationships that might exist may be 
expressed as in Table 1 in basic input-output form as an 
interdisciplinary matrix using a closed system of seven 
variables. In Table 1, X^, ..., Xy are, respectively, as­
pects of economics, sociology, political science, the physi­
cal sciences, theology, anthropology, and prior law. The 
major concern herein centers around the row vector for row 
Xy and the column vector for column X^, representing the ef­
fects of law upon other disciplines and the effect of other 
disciplines upon law, respectively. The coefficients a^j 
represent the effect of the i-th discipline upon the j-th 
discipline. Thus, a significant value for a^^ for a particu­
lar social issue would imply that law has a significant ef­
fect upon economics as a discipline. Likewise, a signifi­
cant value for a^^y would infer that economics has a sig­
nificant impact upon the law, illustrating the overlap 
with the second level of interdisciplinary research. A 
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Table 1. Interdisciplinary matrix 
Disciplines 
as inputs 
Disciplines as 
X2 X3 X^ 
outputs 
^5 ^6 ^7 
— — — 
*12 *13 *14 *15 *16 *17 
X2 ^21 —  —  —  *23 *24 *25 *26 *27 
X3 ^31 *32 *34 *35 *36 *37 
=^4 
^41 *42 *43 —  —  —  *45 *46 *47 
^51 *52 *53 *54 
—  —  —  
*56 *57 
*61 *62 *63 *64 *65 -  — —  *67 
^7 *71 *72 *73 *74 *75 *76 
large number of the coefficients in the interdisciplinary 
matrix are not relevant to this study, e;g. , coefficient a^g, 
representing the effect of sociology as a discipline upon 
political science, is not herein examined. It is not argued 
that all coefficients in the matrix are significantly posi­
tive; sane may be negative and a large number may be zero 
or have insignificantly positive or negative values. More­
over, this study does not attempt to develop this level or 
approach to interdisciplinary activity beyond this theoretic 
construct. 
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Objectives of the Study 
The specific objectives of this study are a subset of 
objectives for a long-term investigation of the organization 
of farm firms.As phase IV of the long-run research project, 
the present study has benefited both structurally and sub­
stantively from the findings of the first three phases of the 
inquiry. Phase I of the project involved identification and 
enumeration on a continuing basis of existing farm corpora­
tions in Iowa in an effort to determine the incidence and 
pattern of farm incorporation. Phase II included a case-
type field study of a sample of existing farm corporations 
selected at randcM within the state to ascertain the basic 
characteristics of incorporated farm firms and the reasons 
prompting incorporation. Phase III was concerned with an 
examination of the positive law with respect to incorporation 
of small businesses generally in the United States. 
The specific objectives of the present study, as phase IV, 
are as follows: 
1. To examine economic theory of the firm under perfect 
^^In 1958 the Agricultural Law Center, College of Law, 
State University of Iowa, in cooperation ^ th the Department 
of Economics and Sociology, Iowa State University, and the 
Econcmic Research Service, United States Department of Agri­
culture, undertook a long-term study of the applicability of 
the corporate form of business organization to farm firms. 
The basic objectives of the study were to ascertain the ex­
tent to which the corporation affords a more nearly optimum 
form of business organization than alternative forms, and to 
consider modifications of the corporate legal framework in 
accordance with economic criteria. 
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competition and certainty, and under selected conditions of 
imperfect knowledge and uncertainty. 
2. To ascertain the state of positive law, as it exists 
generally in jurisdictions within the United States, in de­
tail sufficient to provide a general outline of the legal 
framework within which small firms as corporations may be 
organized, operated, and dissolved. 
3. To construct a legal-economic model of the firm, with 
multiple owners of contributed resources, suitable for testing 
hypotheses relative to and derived from alternative forms of 
legal organization of the firm. 
4. To obtain enpirical production, financial, and per­
sonal expenditure data from a not atypical father-sons farm­
ing operation for inclusion in the legal-economic model of 
the firm. 
5. To analyze results from the model in a framework of 
hypothesis testing and reformulation. 
6. To obtain evidence as to the economic optimality of 
the corporate legal framework and to suggest guidelines for 
legal change. 
7. To identify procedural and substantive problem areas 
for further investigation and study. 
Methods and Procedures 
The procedure used to carry out the objectives of this 
study involves theoretical, descriptive, and empirical re­
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search activity. The first step, a theoretical analysis of 
the theory of the firm is summarized in Chapter II. The 
analysis stresses aspects of the theory and assumptions that 
are particularly relevant as the firm is cast in alternative 
legal frameworks. The condition of perfect association of 
costs and returns in a firm involving multiple ownership of 
resources receives special consideration. Chapter II also 
contains a descriptive analysis of the relevant positive law 
which provides an operational economic framework for small 
firms operating as corporations. The analysis emphasizes 
the areas of the law wherein small farm firms are treated 
idiosyncratically cmnpared to small nonfarm firms. Notwith­
standing the fact that the relevant positive law differs in 
substantial respects frcm jurisdiction to jurisdiction, the 
analysis examines the law generally, with some adherence 
to the areas of increasing uniformity in corporate law 
attributable to enactment of the Model Business Corporation 
72 Act. From the analyses of the first procedural step, a 
set of hypotheses is derived. These hypotheses are outlined 
^^The Model Business Corporation Act, published and 
sponsored by the American Bar Association, has had consider­
able influence on American corporation law. It has been uti» 
lized as the basis for new business corporation acts since 
1950 in Wisconsin, Oregon, District of Columbia, Texas, North 
Carolina, Virginia, North Dakota, Alaska, Colorado, Iowa, Utah, 
Wyoming, Mississippi, South Carolina, and Nebraska. In addi­
tion, Maryland, Alabama, Connecticut, and New York have used it 
in part. See 1 American Bar Foundation, Model Business Corpo­
ration Act Annotated v (I960), p. 3 (Supp. 1962); 23 Corp. J. 
256 (1962); 24 Corp. J. 52 (1964). 
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in Chapter III. 
The second step involves the construction of a determin­
istic recursive model comprised of both linear programming 
and simulation segments. The model is designed to test hy­
potheses relative to the comparative economic performance of 
alternative legal forms of firm organization over a ten-year 
period of firm operation. A complete description of the 
model appears in Chapter IV. The third step in the study is 
an analysis of the economic effects of the corporate form 
upon the firm selected for study. Chapter VI summarizes 
relevant aspects of that analysis. 
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CHAPTER II: THEORETICAL ECONCMIC-LEGAL ANALYSIS OF THE FIRM 
A form of organization for a firm may be selected be­
cause of or in response to legal, sociological, or political 
pressures or advantages. However, a form of organization 
selected on such bases that results in an uneconomic or 
inefficient grouping of resources for production is handi­
capped unless the parties involved or society, as the case 
may be, accept the burden of higher production costs, less 
goods produced, or lower income to the factors of produc­
tion. The degree of optimality of the legal form of do­
ing business may be dependent upon the relationship of the 
organizational form to the relevant objective function. 
If, for example, the firm's objective function specifies 
minimization of income tax payments subject to seme mini­
mum acceptable level of nèt revenue, the optimality of firm 
performance, including the performance of the legal form 
of firm organization, may be determined on the basis of 
attainment of the specified goals of that objective func­
tion. 
Objectives of the Firm 
According to received theory of the firm, a rational 
entrepreneur desires to maximize net revenue or pro-
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1 9 fit obtained from the production process. Although it is 
perhaps beyond the pale of argument that maximization of net 
revenue is a part of nearly every firm's objective function, 
it may be a gross oversimplification of motives of entre­
preneurs to acquiesce in the assumption that net revenue 
O 
maximization constitutes the entire objective function. 
It has been argued that the primary objective of the firm 
may be long-run security of profit or survival maximiza­
tion of sales subject to a minimum profit constraint,^ or 
attainment of "satisfactory" profits.^ It has been urged 
Profit, n, is defined as the difference between the 
firm's total revenue and total cost, C, Total revenue of a 
firm operating in a perfectly competitive product market is 
given by the number of units of product sold, q, multiplied 
by the fixed unit price, p, received. Thus, 
TT =a pq - C 
and profit equals net revenue. 
2 See, e.g., Henderson & Quandt, Microeconomic Theory -
A Mathematical Approach 43 (1958). See Shubik, Objective 
Functions and Models of Corporate Optimization, 75 Q.J. 
Econ. 345, 3*7 (1961). Shubik has observed that, "the less 
the firm is able to influence its environment, the less 
needs to be known about the motivation of the management of 
the firm for most purposes of policy," Shubik, supra at 
374. 
^See Cole, ^  Approach to the Study of Entrepreneur-
ship. Lane & Riemersma 188. 
Rothschild, Price Theory and Oligopoly. 57 Econ. J. 
299 (1947). 
^Baumol, Business Behavior, Value and Growth 49 (1959). 
^See, e.g., Margolis, The Analysis of the Fim: Ration­
alism. Conventionalism and Behaviorism, TT J. Business 187 
nW. 
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that entrepreneurial motives are not limited to maximiza­
tion of net revenue, but include diverse personal motives 
(e.g.. security, power, and prestige) as well. In the best 
tradition of consumption theory, it has been suggested that 
if the utile were a better behaved measure, the introduction 
of subjective utility might provide a suitable substitute 
Q 
for profit maximization. 
In a closely-held firm, the objective function may be a 
question of fact, ascertained with appropriate empirical 
technique. The firm's objective function may be a product 
of the interaction of the parties* objective functions,^ 
although the objectives of the owners or other decision 
makers with respect to the firm may not be fully included in 
the set of firm objectives. Therefore, not only may the firm 
have an objective function of multiple elements, but the ob­
jectives of the individuals associated with the firm in an 
ownership or decision-making role may add additional dimen-
^See Katona, Psychological Analysis of Economic Behav­
ior (1st ed. 1951). An entrepreneur as a decision maker is 
also a member of a household which has as its assumed objec­
tive the maximization of utility. Therefore, the profit 
maximizing objective may be modified somewhat if the objec­
tives of profit maximization for the firm and utility maxi­
mization for the entrepreneur as a consumer are not in com­
plete consonance. 
®See Cyert & March, A Behavioral Theory of the Firm 9 
(1963). 
^Ccsnpaare Papandreou, Some Basic Problems in the Theory 
of the Firm, 2 A Survey of Contemporary SconcmTcs 183-219 
XHaley ed. 1952). 
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slons to the matrix of objective elements. 
It would seem not unrealistic to hypothesize that the 
totality of objectives of a closely-held firm might include 
(1) maximization of returns to fixed factors, (2) maximization 
of firm net profits, (3) minimization of the income tax bill 
for the firm, (4) minimization of the income tax bill for 
the shareholders, (5) minimization of the income tax bill 
for the firm and shareholders, (6) minimization of estate 
settlement costs and taxes for senior owners, (7) maximiza­
tion of firm net worth over time, and (8) maximization of 
the net worth of the firm's owners over time. It is likely 
that additional objectives could be posited, almost without 
limit, as empirical observation is extended. In each 
particular case, a relevant question is (1) what elements 
combine to make up the firm's objective function, and (2) 
vdiat weights are attached to each element in the function? 
The efficacy of the legal form of doing business may be 
subjected to testing on the basis of the extent to which 
attainment of objectives is facilitated or impeded. It 
would seem feasible to consider the effects of the form 
of firm organization frcan the standpoints of the various 
elements in the objective function. Reference to attain­
ment of desired firm objectives is hardly meaningful, 
pragmatically, unless the form of firm organization is 
considered. 
38 
Theory of the Firm Under Profit Maximization 
With Perfect Knowledge 
As previously indicated, traditional theory of the firm 
has been built upon and adheres to the assumption that a 
rational entrepreneur maximizes net revenue.And it is 
not unlikely that such an objective is at least a part of 
most firms' objective function.Notwithstanding the 
probable multiplicity of firm objectives, and despite the 
fact that the entity characterized by the theory of the firm 
has few attributes of actual firms, the theory of the firm 
is a useful analytic tool for theoretical consideration of 
resource allocation and product distribution. 
Unity of ownership and decison making 
The theory of the firm can be couched either in marginal 
terms, pursuant to the classical pattern, or in the large by 
12 
means of linear programming and activity analysis. In 
conventional marginal analysis, attention is directed to 
substitution between factors, between factor and product, 
and between products. Thus, along with the assumptions that 
the firm is operating in perfectly competitive factor and 
^^See note 1 supra. 
11 One objective of farm businesses has been the maximiza­
tion of net revenue. See, e.g.. Ottoson, The Application of 
Efficiency to Farm Tenure Arrangements, 37 J. Farm Econ. 
1341, 1342 TT933T: 
^^See Allen, Mathematical Economics 608 (2d ed. 1960). 
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product markets, three criteria must exist as necessary con­
ditions for a firm to be in intratemporal equilibrium. 
(1) The services of a resource are to be extended to the 
point at which the value of the marginal product is equal 
to the price of the resource service. The price ratio 
between resource service and product must equal the marginal 
rate of transformation between the resource service and the 
product. (2) Various resource services should be substituted 
one for another until the ratio of the value of marginal pro­
ducts of each pair of resources is proportional to the 
respective resource prices. More concisely, the price 
ratio between any two resource services must equal their 
marginal rate of substitution. (3) The services of a re­
source should be allocated between products such that the 
values of marginal products are equal. The price ratio of 
two products must equal their marginal technical rate of 
substitution. With these conditions met, the fim is in 
static equilibrium and net revenue cannot be increased by 
reallocating resource services. Here, as in most areas of 
a capitalist economy, the pricing system is assumed to be 
an adequate expression of consumer preference for products, 
and is therefore considered to be an appropriate means for 
allocating resources in an efficient manner. Three suf-
^^See Hicks, Value and Capital 86 (2d ed. 1946) 
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fielent or stability conditions are also specified by 
Hicksian theory of the firm; (1) the marginal rate of 
transformation of factor into product must be decreasing, 
(2) the marginal rate of substitution of one factor for 
another must be decreasing, and (3) the marginal rate of 
transformation of one product for another must be increas-
Multiple ownership and decision making 
Conventional or traditional theory of the firm is based 
upon the assumption that one owner-operator makes decisions, 
bears the costs, and receives the returns from production. 
Whenever two or more resource owners associate together for 
purposes of production, the decision-making act is not in 
the hands of a single entrepreneur as assumed by conventional 
theory of the firm. Attention must perforce be directed to 
the institutional framework within which the firm operates in 
order to ascertain the nature of the effect of multiple 
ownership and decision making. In closely-held firms, owner­
ship of resources by more than one individual is relatively 
common. In addition to the legal problems of joint ownership 
of property, econonic problems may be raised as well. When­
ever two or more individuals own production resources or 
their services, the sharing of costs and returns within the 
l^Hicks, op. cit. supra note 13, at 86-87. 
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firm becomes a factor potentially affecting resource alloca­
tion and firm efficiency. To the extent that there is not 
perfect association between input contributor and return re­
ceiver within the firm, motivations and pressures are gen­
erated for other than efficient resource allocation. Under 
perfect association of costs and returns, the resource owner 
receives the marginal value product of the resource or 
resource service contributed to production. The problem is 
basically the same whether the parties are associated together 
as landlord and tenant, as father and son operating under a 
contractual operating agreement, or under some other form of 
relationship enccmpassing multiple ownership of the resources 
of production. The important point is that more than one 
individual contributes resources to be used in the production 
process. 
Prior research on the firm, involving specifically the 
landlord-tenant relationship, has produced a set of conditions 
deemed necessary in:order to encourage operation of the firm 
at maximum efficiency from the combined resources of the 
owners.(1) Each owner's share of the factor of variable 
input must be the same as the share of product output ob­
tained therefrom. For example, if one party were to pay 
for the entire cost of fertilizer applied and yet were to 
^^See Hurlburt, Farm Rental Practices and Problems in 
the Midwest 86-90 (Iowa Agricultural Experiment Station 
Research Bull. No. 386, 1954). 
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receive in return only one-half the increased yield attrib­
utable to the fertilizer application, that party would be 
encouraged to refrain fran applying the amount of fertilizer 
necessary to achieve the optimum economic return for the 
firm as a whole. The party paying for the fertilizer would, 
in accordance with rational economic decision making, apply 
fertilizer only until the marginal cost of fertilizer equalled 
one-half of the marginal return, (2) A second incentive con­
dition for maximum efficiency in a firm with multiple owner­
ship of resources is that each resource owner should receive 
the full share of the product earned by each unit of fixed 
and variable resource contributed. This condition requires 
that the resource owner receive the marginal value product 
of his resource contribution. A major problem of resource 
compensation in a multi-owner firm wherein resource owners 
contribute different kinds of resources is calculating what 
each owner should receive as a share of total product. 
Some of the resources used in production are hired, rented, 
or leased frcm sources without the firm and payment is made 
therefor on the basis of a fixed or negotiated price, osten­
sibly consistent with marginal productivity principles. 
However, for the portion of the resources contributed by 
those closely associated with the business, resource compen­
sation on the basis of marginal productivity bases or impu­
tation of residual product is both difficult to determine 
and complex to administer. If a resource owner does not have 
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the opportunity to receive the marginal value product of 
his resources, he has an incentive to allocate those re­
sources in a manner other than that producing the highest 
profit combination for the firm as a whole. Unless the firm 
pays an amount for the use of resources equal to their mar­
ginal value productivity, the allocation of resources will 
not be in harmony with consumer preferences. If a firm 
operates at the point of maximum efficiency at the same time 
that a resource owner receives less than the marginal value 
productivity of his resources, an income transfer occurs be­
tween resource owners, (3) To encourage operation of a 
multi-owner firm at maximum efficiency, the shares of all 
products must be the same for each resource owner if one 
party can make decisions as to level of output. If resource 
owners receive differential shares, an incentive exists for 
each resource owner to maximize his return instead of that 
of the firm. The end result of differential product sharing 
may be a shift in resource allocation, a shift in income frcm 
one party to another, or both. (4) The fourth and final con­
dition for encouraging firm operation at maximum efficiency 
from the combined resources is that each resource owner should 
have an opportunity to receive return on investment in fixed 
and variable resources made in one production period and not 
forthcoming until a subsequent period. The form of organi­
zation should not increase firm uncertainty, result in a 
shift in resource use between time period, or affect the 
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selection of products within a production period. 
Corporate framework for multiple ownership and decision making 
The efficiency criteria postulate*- oy the theory of the 
firm under perfect knowledge may not be met in every instance. 
Two fundamental reasons why production may be sub-optimal in 
this respect are: (1) those responsible for allocative de­
cisions may be unable to acquire data necessary to achieve 
the necessary degree of allocative precision, and (2) de­
cisions are made in an environment of law, custcxn, and other 
institutions by which individual decisions are influenced. 
The theory of the firm under profit maximization involving 
intratemporal or static factor-product, factor-factor, and 
product-product relationships can be said to be unaffected 
and unaffeeting with respect to the legal form of firm 
organization. Such may be true in theory so long as the 
firm is viewed as a single owner-operator with a rational, 
maximizing objective function. Upon the introduction of 
multiple ownership of resources or resource services, the 
form of firm organization becomes an increasingly important 
adjunct to the theory of the firm in explaining the impli­
cations for resource allocation and income distribution. 
Reported studies have considered in substantial detail the 
^^Chryst, A Framework for Orienting Research in Land 
Tenure Within tHe Efficiency Concept, 3/ J. Farm"Econ. 1333, 
T3I5T1 
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matter of multiple ownership of resources for a firm wherein 
such multiple ownership was pursuant to and governed by 
contractual relationships.^^ A search of the literature 
has not revealed comparable investigations of multiple 
ownership of resources under the corporate form of firm 
organization. Characteristics of the corporation relevant 
to theory of the firm involving multiple ownership of re­
sources are reviewed briefly in the paragraphs following. 
Those interested in an expanded discussion of the corpora­
tion as an alternative legal organizational form for small, 
18 
closely-held firms are referred to another source. 
Unity of ownership and management A corporation, 
as a distinct legal and economic entity, possesses a status 
and capacity separate and distinct from the individuals 
17 See, e.g., Arroyo, Dynamic Programming Models for 
Identification and Measurement of Inefficiencies in Leasing 
Arrangements (Iowa State University unpublished Ph.D. dis­
sertation, 1961); De Benedictis & Timmons, Identification and 
Measurement of Inefficiencies in Leasing Systems, (Iowa 
State University Agricultural Experiment Station Research 
Bull. 490, 1961) ; Heady, Economics of Farm Leasing Systems, 
29 J. Farm 659 (1947); Hurlburt, Farm Rental Practices and 
Problems in the Midwest (Iowa Agricultural Experiment 
Station Research Bull. 416, 1954); Timmons, Improving Farm 
Rental Arrangements in Iowa (Iowa State University Agri­
cultural E]geriment Station Research Bull. 393, 1953). 
See Harl, Farm Corporations (unpublished book manu­
script) . 
46 
associated with it as owners, employees, creditors, debtors, 
19 
or independent contractors. As a separate legal person­
ality, a corporation may acquire, own, and transfer property. 
By ccmparison, a partnership is "an association of two or 
0C\ 
more persons to carry on as co-owners a business for profit." 
The partnership is generally considered to be without independ­
ent legal entity status, the partnership being considered an 
aggregation of individuals. A partnership may, however, be 
considered as an economic entity for some purposes inasmuch 
as a partnership may hold title to personal property in all 
21 22 
states and in some states may hold title to real property. 
Under the corporate form of firm organization, the con­
cept of centralized management replaces the individual ac-
See Trustees of Dartmouth College v. Woodward, 17 U.S. 
(4 Wheat.) 518, 636 (1819). 1 Hornstein, Corporation Law 
and Practice 4 (1959). 
^^Uniform Partnership Act S 6. The Uniform Partnership 
Act has been enacted in 40 states, the District of Columbia, 
Guam, and the Virgin Islands. 7 Uniform Laws Annotated 
(Supp. 1963, p. 7). Iowa is among the states not adopting 
the uniform act. 
^^See, e.g., Jensen v. Wiersma, 185 Iowa 551, 170 N.W. 
780 (1919); Cr^e, Partnerships § 38, at 190 (2d ed. 1952). 
^^nder the Uniform Partnership Act the partnership is 
recognized as an entity capable of holding title to real 
property in the partnership name. Uniform Partnership Act 
S 8(3). In jurisdictions following the common law rule, a 
partnership cannot hold title to real property. In those 
states, title to realty may be placed in the name of one or 
more of the individual partners in trust for the partner­
ship. See, e.g., Bankers Trust Co. v. Knee, 222 Iowa 988, 
270 N.W. 438 U937). 
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tion of members which is a concomitant of most other forms of 
organization involving multiple ownership. In a corporation, 
management functions are vested in three decision-making 
groups -- shareholders, board of directors, and officers. 
Although one individual may simultaneously occupy seats in 
all three decision-making groups, the functions of each office 
are separate and distinct. Shareholders as a group elect the 
board of directors, exercise limited management rights, vote 
upon fundamental changes in corporate organization and opera­
tion, and in some states, enact bylaws. Shareholders gen­
erally operate as a group by majority rule although several 
states permit provisions in the articles of incorporation 
requiring greater than a majority (even up to unanimity) 
23 
and a few allow votes of less than a majority to govern. 
As owners of the corporation (but without direct claim or 
right to specific corporate property) shareholders share in 
corporate earnings through dividends during the life of the 
corporation and in corporate assets upon liquidation. The 
basic functions of the board of directors involve long-
range planning and management of the ordinary business of the 
corporation. Although shareholders may curtail the board-s 
authority by reserving certain powers to themselves, the 
oo 
See 2 American Bar Foundation, Model Business Corpo­
ration Act Annotated § 136, T 2 (1960) ^ hereinafter cited 
as M.B.C.A. Ann.7. 
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board of directors does not require specific authority 
frcxn the shareholders to carry on the corporation's business; 
it is charged with supervision and management of the business 
as a whole. Unless otherwise provided in the articles of 
incorporation or bylaws, the board of directors operates 
under majority rule.^^ Selection of the officers is an 
important function of the board of directors. The usual 
corporate officers -- president, vice-president, secretary, 
and treasurer -- are charged with executing corporate policies 
formulated by the board of directors and actually operating 
the firm on a day-to-day basis. As agents of the corporation, 
the powers of corporate officers to act are limited by 
statute and by ccxnmon law. 
The formal management structure of a corporation re­
sults generally in unified decision making both with respect 
to each decision-making group (due to specific rules on vot­
ing control) and with respect to particular issues (due to 
division of management responsibility among decision-making 
groups). In a corporation wherein stock is widely held and 
management is in fact separate from ownership, the established 
corporate concept of divided management rights and responsi­
bilities is a necessary and inevitable concomitant. However, 
in closely-held corporations, the traditional management and 
control scheme may be burdenscaae to minority shareholders who 
^^See 1 M.B.C.A. Ann. i 37 
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2S 
may desire a guaranteed voice in decision making or un­
satisfactory to shareholders who may wish to perpetuate 
their control or exercise a quantum of control greater 
than their stock ownership would normally merit. In a 
closely-held corporation, the owners are also the decision 
makers in most instances — ownership and management are 
not separated as they are in publicly-held corporations. 
With the distribution of stock affecting the management 
and control voice of individual shareholders, the balance 
of voting power may be crucial. Variations in the tra­
ditional management and control pattern have evolved with 
generally favorable judicial reaction. The resultant 
flexibility in the corporate structure enables the in­
corporators to mold a management and control structure 
to the needs of the particular firm. In most states, use 
25 The fact of having little or no influence in corpo­
rate decision making is not the only problem facing a 
dissatisfied minority shareholder. An unhappy sharehol­
der, unlike an aggrieved partner in a partnership, may not 
exercise the right of accounting and partition to have his 
interest set apart for him after the payment of debts. 
See Crane, Partnerships §i 72, 75 (2d ed. 1952). There­
fore, prospective minority shareholders may demand modifi­
cation of the traditional roles of the managing groups in 
order to insure the availability of certain rights in 
management. 
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26 
may be made of cumulative voting, pre-emptive 
27 28 29 
rights, proxies, voting trusts, pooling agree 
26 Cumulative voting is a means available in many states 
of securing minority representation on the board of directors. 
See 1 M.B.C.A. Ann. §31, ? 2. With cumulative voting, each 
shareholder is entitled to cast votes for the election of 
directors equal to the number of his shares of stock multi­
plied by the number of directors to be elected. A share­
holder may cast all his votes for a single director or dis­
tribute them among the candidates in any manner. The number 
of shares needed to elect a given number of directors may be 
determined by formula: /-yx 
X  =  r i  - + 1  
where X = the number of shares needed to elect a given num­
ber of directors, Y = the total number of shares at the meet­
ing, N' = the number of directors desired to be elected by 
the shareholders concerned, and N = the total number of 
directors to be elected, 
27 
The doctrine of pre-emptive rights is a privilege con­
ferred on holders of stock to purchase shares of a new issue 
on equal terms with other shareholders and in preference to 
nonshareholders where stock is sold for cash. Shareholders 
may purchase the number of shares which is in the same pro­
portion to the total number of newly issued shares, as the 
shareholder's prior holdings bear to the total outstanding 
shares before the new issue. E.g., Gord v. lowana Farms 
Milk Co., 245 Iowa 1, 15, 60 NTÔC2d 820, 828 (1953). In 
effect, the doctrine enables shareholders to maintain their 
respective positions of control. 
28 
A proxy is a general or limited right to represent a 
shareholder at shareholder meetings for a specified length of 
time. See 1 Hornstein, op. cit. supra note 19, i 323. Share­
holders may increase their rights of control over corporate 
management by soliciting proxies from other shareholders, 
29 A voting trust may be used to consolidate minority 
shareholdings for greater control or to "freeze" existing 
control of a corporation. Shareholders participating in a 
voting trust make an irrevocable transfer of their shares to 
a trustee for a specified period. The trustee exercises the 
voting rights of the stock. The shareholders, as equitable 
owners of the stock, retain beneficial incidents of ownership, 
including the right to dividends and the right to have a,speci­
fied number of shares returned at.the termination or expiration 
of the voting trust. See Ballantine, Corporations § Io4b 
(rev. ed. 1946). 
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OA 0"I 
ments, and shareholders' agreements. 
Separate entity status for a corporate firm enables an 
association of multiple resource owners to be transformed 
into a single firm with multiple ownership. Upon forma-
32 tion of a corporation, equity interests in real and 
33 personal property are conveyed to the corporation by the 
incorporators^^ in exchange for corporate stock or other 
30 Pooling agreements whereby shareholders contract to 
vote their shares in a specified manner provide an additional 
means for consolidating of freezing corporate control. Un­
like the voting trust, parties to a pooling agreement retain 
title to their shares as well as the beneficial incidents of 
ownership. See generally Logan, Methods to Control the 
Closely Held Kansas Corporation, 7 Kan.LTTlev. 405, 417 
(15!$); 55Ft., 45 A.t.Od m (1956). 
31 Shareholders' agreements are used to settle contract­
ually matters of corporate management which are within the 
province of board of director decision making. 
^Mortgages, liens, or other obligations may be assumed 
by the corporation in which case it becomes fully liable for 
the obligation, or the property may be conveyed "subject to" 
the prior claim with the corporation being liable for the ob­
ligation only to the extent of property value, 4 American 
Law of Property i 16*127 (Casner ed. 1952). In either case, 
the person conveying the property remains fully liable for 
the obligation (to the extent he was liable Before the trans­
fer) unless a novation occurs. See 2 Jones, Mortgages on Real 
Property § 920 (8th ed. 1928). 
33 Most tangible and intangible personal property is con­
sidered to be valid consideration for corporate securities in­
cluding services actually performed (but not promises of fut­
ure services), good will, cash, and leasehold interest. 1 
f.B.C.A. Ann, S 18, T 2; 1 Hornstein, OT. cit. supra note 19, 247, at 328, See Polasky, Planning ^ r the Disposition of 
a Substantial Interest in a Closely Held Business, 44 lowaT, 
%ev, S3, 116-123 (1Ô5S)T-
many states, the spouse of the property owner must 
join in conveyances of real property to release her dower or 
statutory share in the property. E.g., Iowa Code s 636.5 (1962). 
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securities. Valuation of property received by the corpo­
ration in exchange for stock or other securities issued is 
normally the duty of the board of directors, although in a 
few jurisdictions the shareholders may reserve that function 
36 to themselves. Both from economic and legal standpoints, 
asset valuation is a key step in the incorporation process. 
In exchanging specific items of property with different values 
and characteristics for shares of stock or securities which, 
within each class, have identical values, rights, and 
characteristics, the contributors of property accept a 
proportional distribution of stock or securities which 
governs future rights to earnings and to corporate assets 
upon liquidation. Moreover, to the extent that assets 
transferred to a corporation are not valued uniformly and 
fairly, a gift is made to shareholders whose assets were 
valued relatively higher. From a legal standpoint, pro­
perty valuation must iaeet specified standards of equity 
and fairness or a court will intervene on behalf of an in-
o c 
For a discussion of the income tax aspects of convey­
ing property to a corporation see notes 348 to 368 infra 
and acccsnpanying text, 
3*See 1 M.B.C.A. Ann. § 18, T 2.02(5)(a). 
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37 jxired objector. 
Corporate structural impact on static firm efficiency 
A corporation, with unity of resource ownership (while hav­
ing multiple holders of stock or other securities in many 
cases) and unity of management (while having, in sane cases, 
several participants in the decision-making process), possesses 
structural attributes that are relevant to theory of the firm 
with respect to the four necessary conditions for encouraging 
maximum firm efficiency noted supra. With respect to the first 
condition, sharing of costs and returns, the sole proprietor­
ship has been considered the norm in that the owner furnishes 
all the variable inputs and receives all the resulting re-
38 turns. Thus, variable inputs are used until their cost 
equals the value of the last unit of output — the economic 
optimum. The corporation, as the owner of production re-
07 
Jurisdictions generally follow either the "good faith" 
rule, which recognizes that value is a matter about which 
reasonable men may differ honestly, or the "true value" rule 
which requires that property received actually equal the value 
of shares given in exchange, regardless of the good faith or 
honest opinion of the persons valuing the,property., See, e.g., 
Coit v. Gold Amalgamating Co., 119 U.S. 343 (1886) (good taith 
rule); Van Cleve v. Berkey, 143 Mo. 109, 44 S.W. 743 (1898) 
(true value rule). If the valuation fails to meet the require­
ments of one of these tests, the holders of stock received in 
exchange may be liable for the amount by which the value of 
the stock exceeded the true value of the property exchanged 
for it. E.g., State Trust Co. v. Turner, 111 Iowa 664, 675, 
82 N.W. IDTt, 1033 (1900) (dictum). 
00 
See Arroyo, Dynamic Programming Models for Identifi­
cation and Measurement of Inefficiencies in Leasing Arrange­
ments 38 (Iowa State University unpublished Ph.D. disser­
tation, 1961). 
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sources and also the decision maker, occupies a position 
similar to that of the sole proprietorship. As the sole 
contributor of variable inputs and the recipient of the en­
tire amount of additional product, the corporation theoreti­
cally applies the variable input until the last unit of input 
equals in value the last unit of output. The sharing of 
costs and returns in a corporation owned by multiple share­
holders is therefore autanatic and attainment of the econanic 
optimum for the firm is therefore encouraged. 
Regarding the second condition, that each resource 
owner receive the full share of the product earned by each 
unit of fixed and variable resource contributed, the struc­
tural design of the corporation is such that the attainment 
of this condition may be facilitated. Taking as, the simplest 
case for illustration the issuance of a single class of stock 
upon incorporation, the holders of stock have rights to 
corporate income that vary only with the number of shares 
held. In dividing the product among the production resources 
as canpensation for services utilized in the production process, 
the corporation still faces the problem of compensating 
the labor hired, capital borrowed, and property leased on 
the basis of market values or the marginal productivity of 
each resource. However, once this is accomplished, the 
remainder of corporate net income from production (after 
taxes) is available for distribution to shareholders on the 
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basis of a uniform amount per share of stock.Thus, the 
holder of a share of stock representing prior ownership by 
the shareholder of a specific item of property, receives 
compensation exactly equal to that of the holder of another 
share of stock representing prior ownership of a different 
item of property. The amount imputed to each share for pro­
duction can be paid out as dividends or retained in the 
corporation for investment purposes. The corporation, by 
being the owner of productive resources of various types, 
amounts, and values and by being owned by individuals with 
identical rights to corporate income, greatly simplifies the 
problem of ccmpensating resources on the basis of their 
marginal value productivities. Moreover, the problem of 
continually adjusting returns to resource owners as re­
source values and productivities change does not arise 
39 If the resource services purchased by the corporation 
in the form of labor hired, capital borrowed and property 
rented are canpensated on the basis of marginal value produc­
tivity, and if the corporation's production function is 
homogenous of degree one, then the amount of product imputed 
directly to corporate capital assets (and indirectly to holders 
of corporate stock) should equal the marginal value produc­
tivity of such property by Euler's theorem and total product 
would be exactly exhausted. See Henderson & Quandt, Micro-
economic Theory - A Mathematical Approach 64-66 (1958). The 
amount imputed to corporate capital would exceed its marginal 
value product if the degree of homogeneity were greater than 
one; likewise, corporate capital would receive less than its 
marginal value product by imputation if the degree of hcmo-
geneity were less than one. By Euler's theorem, if each 
input is paid the value of its marginal product, and the pro­
duction function is hcxnogenous of the first degree, then 
total output is just exhausted. 
56 
where resources are owned by the corporation. It should be 
emphasized, however, that the problem of compensating re­
sources rented, leased, hired, or borrowed by the corpora­
tion remains and is mucTi the same as for unincorporated 
firms. The condition that assets transferred to the cor­
poration be exchanged for stock and securities at fair market 
value or a uniform percentage of fair market value is crucial 
for fulfillment of the requirement that each resource owner 
should receive the full share of the product earned by each 
unit of resource contributed. If the condition is not met, 
a system of product sharing is established which may operate 
perpetually to misallocate the corporate product among the 
shareholders. 
An aspect of benefit sharing other than the perfect or 
imperfect nature of the scheme should be noted. The ac­
counting system needed to maintain an orderly allocation 
of returns among resource owners may become quite complex 
if specific assets or resources of production are individu­
ally owned or are held in joint ownership. For example, if 
a widow and children succeed to the ownership of an un­
incorporated firm upon death of the owner-operator, with 
the widow getting the customary portion of one-third pur­
suant to statute and the remaining two-thirds interest di-
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vided among the children,operation of the firm under that 
division of ownership over time might result in a compli­
cated systan of benefit and cost sharing unless all trans­
actions with respect to the firm are in complete consonance 
with the initial ownership pattern. 
The third condition considered necessary to encourage 
maximum firm efficiency under multiple ownership of resources 
is that the shares of all products must be the same for all 
resource owners if one party can make decisons as to level 
of output of specific enterprises. Under the corporate 
form of organization, all income from the various corporate 
enterprises or activities is divided among the shareholders 
on a predetermined, fixed basis which is uniform for all 
enterprises. Each shareholder receives or is entitled to 
receive a proportionate share of corporate net income from 
each enterprise. 
The structural relationship of the corporation to the 
fourth condition encouraging maximum firm efficiency, that 
of assuring resource owners the opportunity of receiving 
returns on investment made in one production period but not 
forthcoming until a later period, is identified below in the 
discussion on theory of the firm under uncertainty. One 
^^E.g., Iowa Probate Code il 211, 219, Acts of 60th 
Iowa G.A. 1963, ch. 326, §§ 211, 219. 
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basic impact of the corporate concept should be noted here, 
however. In many firm relationships involving multiple re­
source owners, the intrafirm associations are pursuant to 
contractual, time, or other linkages. Thus, in a life 
tenant-remaindermen association, the linkage is the life of 
the life tenant or another measuring life, either of which 
is the subject of substantial uncertainty, both when viewed 
from the standpoint of the life tenant and that of the re­
maindermen, with respect to investments in the property over 
time. Likewise, in a landlord-tenant association, the 
contractual linkage, whether based upon a specific term or at 
will, is again the subject of some uncertainty for periods 
beyond the term of the lease contract. In a corporation, 
however, intrafirm relationships are pursuant to linkages 
of, arguably, a more permanent nature,Moreover, if the 
corporation should be dissolved and liquidated, the rights 
of shareholders to share in immature and unrecovered firm 
investments are substantially greater than that provided by 
law for life tenants (or their heirs) or lessees. 
Compensating owners of externally obtained production 
resources 
As indicated above, a corporation does not avoid entirely the 
problem of operationally determining the compensation of 
^^See discussion infra on planning horizons and planning 
periods. 
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resources of production on marginal productivity bases. 
Labor hired, capital borrowed, and assets rented must be 
compensated, theoretically in accordance with their marginal 
physical productivity. The legal framework provides guide­
lines for the permis s able limits of such compensation; how­
ever, the guidelines in general constitute gross limitations 
and leave a substantial amount of latitude to the corporate 
decision makers, within which more finite econcmic deter­
minations may be made. 
Although shareholders may object to the payment of un­
reasonably high compensation to corporate employees,the 
principal legal guidelines for compensation payments are 
those laid down for federal inccme tax purposes with refer­
ence to deductibility frcm gross income of regularly taxed 
corporations.^^ In closely-held corporations, the challenge 
is generally on the theory that compensation paid to em-
^^S.g., Rogers v. Hill, 289 U.S. 582 (1933). 
AO 
In Subchapter S corporations, pawents as compensa­
tion to labor and as dividends incur substantially the same 
incOTie tax treatment, so the question of deductibility of 
ccanpensation is of less concern. However, the District 
Director of Internal Revenue is given the authority to allo­
cate dividends received by a shareholder "between or among 
shareholders . . . who are members of such shareholder's 
family, if he determines that such . . . allocation is neces­
sary in order to reflect the value of services rendered to 
the corporation by such shareholders." Treas. Reg. § 
1.1375-3(a)(1959). 
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ployees who are also shareholders is unreasonable and repre­
sents a distribution of earnings and profits as well as com­
pensation for services rendered. Reasonable employee com­
pensation is deductible for income tax purposes; dividends 
44 
are not so deductible. Reasonableness of employee compen­
sation is a question of fact and depends upon employee quali­
fication; nature, extent, and scope of the employee's work; 
size and complexity of the business; amount of compensation 
paid compared to corporate gross and net income; prevailing 
economic conditions; amount of compensation paid compared to 
distributions to shareholders; prevailing rates of compen­
sation for comparable employee positions; the corporation's 
compensation policy; and the amount of ccmpensation paid the 
employee in prior years.The reasonability test extends 
to the aggregate compensation paid to an employee includ­
ing salary, bonuses, profit sharing arrangements, stock op­
tions, and other forms of compensation. Corporate compen­
sation may also take the form of corporate stock, corporate-
produced or processed products,or personal use of corporate 
^^Int. Rev. Code of 1954, § 162(a)(1) /Hereinafter cited 
as I.R.CjJ7 
^^E.g., Mayson Mfg. Co. v. Commissioner, 178 F.2d 115, 
119 (6th Cir. 1949)(dictum). See Baker & Cary, Cases on 
Corporations 472 (3d ed. 1958). 
^^E.g.. J. J. Hart, Inc., 9 T.C. 135 (1947), acq., 
1948-1 Cum. Bull. 2. 
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owned residences^^ or automobiles.^^ Payment of compensation 
that is tied in some fashion to corporate growth such as 
stock options is calculated in part to grant key corporate 
employees receiving salary pursuant to a fixed salary 
schedule a portion of the sole proprietor's advantage 
in participating in the growth of the firm. Upon in­
corporation, firm growth is shared with the shareholders. 
The inadequacy of setting employee compensation in accord­
ance with a fixed salary schedule may be due in part to 
"stickiness'* in adjusting employee salaries or it may be 
due partly to the conviction that payment of the total 
compensation as determined on marginal value productivity 
49 bases would be objectionable to shareholders. 
Payments by a corporation for the use of assets owned 
by another and leased to the corporation are generally 
tax deductible by the lessee corporation as ordinary and 
pects of Employee 
Rev. 23 (1964). 
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necessary expenses of doing business.^® However, rental 
payments may be challenged and deductibility denied if 
the payment is unreasonable; greatest scrutiny is given 
to lease transactions involving a corporation and its con-
si CO 
trolling shareholders, members of a shareholder's family, 
or a controlled or controlling corporation linked by owner-
53 
ship or family ties. Costs of repairs or maintenance 
of leased property are deductible currently if the expendi­
tures are normally required each year.^^ Leasehold ex­
penditures with a useful life in excess of one year may 
generally be amortized over the remaining term of the 
lease or depreciated over the useful life of the asset 
whichever is shorter. If a close relationship exists between 
55 lessor and lessee, improvements to leased property by the 
^^I.R.C. i 162(a)(3). Attacks on rentals paid on the 
grounds of being excessive are rare due largely to the strin­
gent rules laid down for purposes of income tax deductibility. 
Depending upon the particular facts involved, excessive rental 
might be susceptible to shareholder attack on grounds of mis­
management, breach of fiduciary duty, conflict of interest, or 
wastage of corporate assets. 
^^E.g., American Metal Prods. Corp., 34 T.C. 89 (1960). 
^^.g., Jolly's Motor Livery Co., 26 P-H Tax Ct. Mem. 
887 (1957T. 
^^E.g., Southern Ford Tractor Co., 29 T.C. 833 (1958), 
acq., 1958-2 Cum. Bull. 7. 
^^E.g., Journal-Tribune Publishing Co. v. Ccaomissioner, 
216 F.2ÏÏT38 (8th Cir. 1954). 
S^See I.R.C. § 178(b)(2). 
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lessee may be required to be amortized over the useful 
life of the property and not over the term of the lease. 
Deductions claimed for rental payments made under "lease 
with option to purchase" arrangements may be disallowed in 
full or to the extent they exceed a reasonable rental if the 
transaction is in economic reality a purchase and sale 
arrangement and not a lease. 
Interest paid or accrued by a corporation on bona fide 
indebtedness (debt capital) is generally deductible frcxn 
58 gross inccme. Litigation over the propriety of interest 
payments in the vast majority of the cases involves a debtor-
creditor relationship wherein the parties for various 
reasons do not act at arm's length.It is often stated 
that a transaction between a shareholder and his corporation 
is subject to greater scrutiny than if he were not a share-
^^I.R.C. § 178. See G. W. Van Keppel Co. v. Commissioner, 
295 F.2d 767 (8th Cir. 1961). 
^^See Rev. Rul. 540, 1955-2 Cum. Bull. 39. 
^^I.R.C. i 163(a). As with rental payments, nontax 
challenges of the propriety of interest payments are possible 
but rare. See note 50 supra. 
^^In a corporation, a shareholder may properly loan funds 
to his corporation, take a mortgage or pledge of corporate 
property as security, and become a creditor of the corpora­
tion to the same extent that he would be a creditor of a third 
person. See 13 Fletcher, Private Corporations § 5739 (repl. 
vol. 1943). A shareholder-creditor has the usual creditor's 
rights and remedies. See, e.g.. Rollins v. Shaver Wagon & 
Carriage Co., 80 Iowa 380, 45 N.W. 1037 (1890). 
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h o l d e r . T h e  d e d u c t i b i l i t y  o f  i n t e r e s t  p a y m e n t s  m a y  b e  
challenged if the indebtedness bears substantial indicia of 
equity capital,And deductibility may be denied and the 
distribution treated as a nondeductible dividend if the 
firm's capitalization structure is made up of excessive parts 
62 
of debt to equity capital. An excessive debt to equity 
capital structure may also result in disallowance of bad 
63 debt deductions, treatment of principal repayment as a 
dividend to the recipients,and subjection of surplus 
accumulations for payment of alleged debt obligations to 
the accumulated earnings tax.^^ The inadequacy of equity 
capital brought about by an excessive debt to equity capi­
tal structure may result in personal liability of the share-
^^Wheeler v. Smith, 30 F.2d 59, 61 (9th Cir. 1929) (dic­
tum) . 
^^See, e.g., Crown Iron Works Co. v. Commissioner, 245 
F.2d 357 (8th dir. 1957)(distributions to holders of alleged 
debt instruments carrying voting rights in default were divi­
dends, not interest). 
^^See, e.g., Gooding Amusement Co. v. Conmissioner, 236 
F.2d 159 (6th Cir. 1956), cert, denied, 352 U.S. 1031 (1957). 
^^See, e.g., Matthiessen v. Commissioner, 194 F.2d 659 
(2d Cir. 195177 
G^see I.R.C. § 302. 
^^I.R.C. ii 531-537. See Smoot Sand & Gravel Corp. v. 
Commissioner, 241 F.2d 197, 203-04 (4th Cir.), cert, denied. 
354 U.S. 922 (1957). 
65 
holders for claims against the corporation,^^ And share­
holders may be denied the right to assert claims as creditors 
against the corporation except in subordination to claims of 
nonshareholding creditors.However, cases are indeed rare 
wherein the rate of ccanpensation for bona fide debt capital 
was in fact challenged either on tax or nontax bases. 
Compensating owners of equity capital The 
theoretical discussion supra relative to compensating 
equity or risk bearing capital, represented by corporate 
capital stock, on marginal productivity bases, proceeded 
only to the point of imputing the appropriate share of pro-
68 duct to equity capital. The cOTipensation to shareholders, 
as equity owners, may take the form of dividend payment, or 
it may be partly or v^olly in the form of appreciation in 
stock value due to the residual imputation of corporate net 
earnings to equity capital. In many small, closely-held 
G^See Note, 13 Vand. L. Rev. 751, 756 (1960). 
^^See Taylor v. Standard Gas & Elec. Co., 306 U.S. 307 
(1939). 
68 As the so-called risk (and uncertainty) bearing fund of 
the firm, equity capital is theoretically entitled to an in­
crement of COTipensation attributable to its marginal physical 
productivity, and an increment of compensation attributable 
to the risk and uncertainty borne by the fund. Therefore, 
the total compensation is generally considered to be approxi­
mated by imputation of the residual to equity capital due to 
the difficulty in ascertaining the increment of compensation 
attributable to risk and uncertainty bearing. 
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corporations, dividends are declared rarely for two princi-
69 pal reasons. (1) Dividend declarations in regularly-taxed 
corporations face adverse incane tax consequences, thus en­
couraging accumulation of earnings in the corporation or pay 
out of earnings in the form of tax-deductible salaries, in­
terest, or rent.^^ (2) Pressures for expansion of the firm 
may encourage retention of earnings imputed to equity capi­
tal within the corporation. In that case, shareholder com­
pensation may be limited to mediate payment in the form of 
growth in stock values rather than periodic dividend payments. 
Except for dividends on certain types of preferred 
stock, which are mandatorily payable when earned, the declara­
tion of dividends is ordinarily a matter within the discretion 
71 72 
of the board of directors. Dividends on common stock 
In a randan sample of twenty Iowa farm corporations, all 
of which were closely held, conducted in 1959, the survey re­
vealed only one corporation with a history of dividend decla­
ration. Harl, Unpublished Research on Farm Corporations (1959). 
^^Dividend payments are nondeductible, after-tax corpo­
rate payments, and are taxed to the recipients as ordinary in­
come subject to the $100,00 dividend exclusion. See I.R.C. 
§ %^6(a). Therefore, a double tax is imposed on dividend in-
cone before it is in spendible form in the hands of sharehold­
ers. This is contrasted with a single tax on salaries, inter­
est, and rents that are tax deductible by the corporation. 
Moreover, dividend income comprised of capital gain or tax ex­
empt interest loses that tax privileged identity in the hands 
or shareholders as ordinary dividends. 
^^See 1 M.B.C.A. Ann. i 40. See, e.g., Lauman v. Foster, 
157 Iowa 275, 135 N.W. 14 (1912). —^ 
72 Ccanmon stock is generally characterized by affording 
the holder full voting rights, no dividend priorities, and 
full pro rata participation in corporate assets upon liqui­
dation after paymset of security holders with liquidation 
preference. 
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are generally not specifically required, either in amount or 
periodicity. The ordinary preferred share contract, however, 
makes a specified dividend (frequently set at a percentage of 
par value) payable at stated intervals subject to determina­
tion by the board of directors of the propriety of the distri-
73 bution. The decision of the board on dividend declaration 
will rarely be set aside, inasmuch as courts are generally 
unwilling to substitute their judgment on such matters of 
business policy except where fraud or bad faith is shown. 
However, courts may compel a closely-held corporation to de­
clare a dividend if substantially all profits are being accumu­
lated in the business.Only two states have ccanpulsory 
76 dividend statutes. The New Mexico statute requires distri­
bution of all accumulated profits each year in excess of a 
working capital reserve fixed by the shareholders ; however, 
the provision can be nullified in the articles of incorpo-
^^Ballantine, Corporations 554-55 (rev. ed. 1946). The 
preferred share contract may provide for dividends to be cumu­
lative , which requires that prior unpaid dividends on prefer­
red stock be paid before any dividends may be declared on com­
mon stock. See 1 Hornstein, Corporation Law and Practice 
1 124 (1949). 
^^Cf. Kaufinan v. Charlottesville Woolen Mills, 93 Va. 673, 
25 S.E.T003 (1896). 
^^Dodge V. Ford Motor Co., 204 Mich. 459, 170 N.W. 668 
(1919). 
^^NoM. Stat. Ann. i 51-3-16 (1953); N.C. Gen. Stat, 
i 55-50(i)(Supp. 1959). 
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ration, bylaws, or in a resolution of the shareholders. The 
North Carolina statute empowers the holders of twenty per 
cent or more of the stock of any class to compel the declara­
tion of dividends if the corporation pays less than one-third 
of the profits allocable to that class of stock for the year 
in dividends. In several states, dividends on common or pre­
ferred stock may be made mandatory or limited by the articles 
77 
of incorporation or separate agreement. 
Dividends in cash or property may, as a general rule, be 
declared and paid out of unreserved and undeclared earned 
78 
surplus. Seme states permit dividends to be paid out of 
79 
capital surplus, v^ile a few jurisdictions allow dividend 
payment out of current net earnings notwithstanding impair-
on 
ment of capital. Most states do not permit declaration 
of dividends when the corporation is insolvent, when the 
declaration would render it insolvent, or while capital is 
^^1 Hornstein, op. cit. supra note 73, § 464, at 585. 
78 A 
See 1 M.B.C.A. Ann. s 40(â), T 2. Earned surplus repre­
sents earnings accumulated since the firm was organized as a 
corporation, plus gains from the sale of assets, minus losses 
and dividends charged to the earned surplus account. See Note, 
46 Iowa L. Rev. 582, 583 (1961). 
79 Q 
See 1 M.B.C.A. Ann. s 40(a), f 2. Capital surplus rep­
resents amounts paid in for stock and not allocated to stated 
capital. 
G^See 1 M.B.C.A. Ann. § 40(a), % 2.02(1). 
69 
81 impaired. Although revaluation or appreciation surplus, 
obtained when assets are revalued upwards in excess of cost, 
generally may not be used as a source of cash or property 
82 dividends, it may be used as a source of stock dividends 
83 in some states. In a few jurisdictions, capital reduction 
surplus resulting from reduction of stated capital in accord­
ance with statutory procedure may not be used for the payment 
of dividends. 
Theory of the Firm Under Imperfect Knowledge 
The introduction of time as a factor in production pre­
cludes perfect knowledge of the future. Therefore, decision 
85 
making must take place in an environment of uncertainty. 
Uncertainty generates inefficiency over time in that pre­
cautions taken to meet uncertainty often necessitate an econom­
ic sacrifice from the most efficient allocation of resources. 
Glgee 1 M.B.C.A. Ann. § 40(a), % 2. 
G^See 1 M.B.C.A. Ann, § 40(a), T 2.02(6). But see Ran-
dall V. Bailey, 288 N.Y. 280, 43 N.E.2d 43 (194277" 
®^See 1 M.B.C.A. Ann. § 40(c)-(e), î 2.02(1). 
^^S.g,, Ariz. Rev. Stat. Ann. 1 10-196(A) (1956). 
OC 
Uncertainty is distinguished from risk on the grounds 
that for uncertainty the probability of an outcane cannot be 
established in a quantitative or empirical sense. The para­
meters of the probability distribution cannot be determined. 
The parameters of the probability distribution can be estab­
lished for outcomes involving risk. See Heady, Agricultural 
Production and Resource Use 440-441, 443 (1952). 
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Moreover, production under uncertainty does not generally re­
sult in an optimum product in terms of kind, quality, and 
quantity as indicated by consumer preferences. 
Some risks and uncertainties are faced by decision 
makers generally without regard to the form of firm organiza­
tion. Prices, yields, and weather create uncertainties com­
mon to all farmers. Also, fire, animal death, and other in­
surable losses apparently occur independently of form of 
organization. In the paragraphs following, principal concern 
is given to uncertainties associated with the institutional 
framework and social system within which a firm operates. 
Discussion of other types of uncertainty is limited to their 
relevance to this investigation. 
Uncertainty and limited planning horizons 
Sconcmic implications Imperfect knowledge about the 
outcome of future events requires decision workers continu­
ously to formulate subjective forecasts. The necessary sub­
jectivity in viewing future events places a limit on the 
distance into the future over which decision makers effec­
tively can plan production activities. Decision makers can 
predict prices and yields, for example, with less and less 
confidence the longer the time period for which the pre­
diction is made. The length of time over \diich individuals 
plan economic activity is referred to as the economic plan­
71 
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ning horizon. Planning horizons vary between individuals 
since attitudes differ on the formulation of plans and expec-
87 tations for the future. 
Uncertainties arising from a short-term lease without an 
investment compensation provision may cause short or "limited" 
planning horizons. Fear of foreclosure, bankruptcy, or dis­
possession serve also to shorten the decision makers' plan­
ning horizons. Approaching retirement or the desire to 
"take life easier" in later years may affect the length of 
the planning horizon. A planning horizon may be so limited 
that the optimum allocation of resources over time does not 
occur. A decision maker under uncertainty discounts future 
returns and makes production decisions to insure that dis­
counted returns equal or exceed costs within the decision 
maker's planning horizon. A consequence of limited plan­
ning horizons may be to induce an intertemporal allocation of 
resources other than that based upon decisions involving the 
optimum planning period. Emphasis may be placed on output in 
early rather than later production periods. Optimum inter­
temporal resource allocation would be encouraged if the plan­
ning horizon were identical with the optimum planning per-
86 
Heady, op. cit. supra note 85, at 474. 
G^Ibid. 
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88 iod. Decision makers with extremely limited planning hori­
zons thus may decline to make investments involving returns 
over time that would appear profitable to a decision maker 
with a planning horizon of greater length. 
Tenants with short-term leases are well-known examples 
of decision makers with limited planning horizons. However, 
life tenants, partners, and beginning or heavily indebted 
sole proprietors may have planning horizons shorter than re­
quired for optimum allocation of resources over time. Life 
tenants may be apprehensive in making long-run investments 
because of the possibility of the benefits therefrom inuring 
not to the life tenant but to the remaindermen. Partnership 
decision making may be influenced by the realization that a 
technical dissolution of the partnership occurs upon death of 
a partner. Sole proprietors with low equity in their firms 
or who are otherwise short of capital may have short plan-
go 
ning horizons. 
Implications of the corporate form Under some circum­
stances , the corporate form of firm organization may encourage 
the decision makers (shareholders, board of directors, and 
officers) to allocate resources over a period of time more 
^^The planning period is that period in which returns 
from an investment, appropriately discounted, are positive 
in sign. 
^^See Heady, op. cit. supra note 85, at 475. 
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nearly approaching the optimum planning period, compared 
with other legal forms of firm organization. In other re­
spects, however, the effect of the corporation may be to 
shorten planning horizons. 
Period of organization The term of existence 
of a legal form of firm organization may affect decision 
makers' planning horizons because of (1) the effect if the 
period of existence is limited to a known term, and (2) the 
effect of the resultant uncertainty if the term is not 
known. 
Corporations in most states may exist for a term of 
90 years or perpetually, depending upon the period stated in 
the articles of incorporation. However, ten states limit 
maximum corporate duration to terms ranging from twenty-five 
91 to one hundred years. Those states limiting corporate 
existence generally provide for renewal or extension by a 
90 Corporations are unique in their eligibility for 
perpetual organization. Partnerships may be organized 
to exist for a term, but not perpetually. The duration 
of trusts is limited by the rule against perpetuities 
which provides that trust property must vest if at all 
within a period defined as a life or a class of lives in 
being plus twenty-one years from the time of creation of 
the trust. 
^^See 1 M.B.C.A. Ann, s 4(a), T 2. Those states are 
Arizona, Georgia, Kansas, Louisiana, Massachusetts, 
Michigan, Mississippi, Montana, New Mexico, and Okla­
homa. 
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vote of the shareholders. In some states, shareholders 
opposing extension of corporate existence may withdraw from 
the corporation and have their shares redeemed. This share­
holders ' right protects the interests of dissenting share­
holders, but at the same time places a burden on the remain­
ing shareholders or the corporation to buy the stock of the 
dissenters. Fran the standpoint of the firm, perpetual 
organization is advantageous inasmuch as renewal of the term 
of existence may disrupt the firm and result in erosion of 
equity capital through pay-outs to dissenters. From the 
standpoint of minority shareholders, limiting corporate 
existence to a term provides some measure of protection in 
the event that withdrawal of capital from the firm becomes 
desirable. In some jurisdictions, renewal of corporate exist­
ence is effected upon approval of a specified proportion of 
shareholders notwithstanding objections by the dissenting 
minority. This type of statute apparently is premised on 
the assumption that it is more important frmn an economic 
and business planning standpoint for a corporation to con­
tinue doing business without the diminution of capital re­
sulting from a buy-out of the dissenters, than to provide a 
satisfactory remedy for shareholders who are unhappy with the 
See, e.g., Ariz. Rev. Stat. Ann. § 10-151 (1956) (3/4 
votes cast at shareholders' meeting); N.M. Stat. Ann. s 
51-2-20 (1953) (2/3 vote of each shareholder class). 
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vote to extend corporate existence. 
A validly organized corporation can be dissolved and 
liquidated upon expiration of the term specified in the 
articles of incorporation or statute, or upon voluntary or 
involuntary dissolution in accordance with statutory pro­
visions. Imperfect knowledge about the future may generate 
uncertainty with respect to these events. 
Effects of death of a shareholder Theoretically, 
corporate life does not depend upon the lives of sharehol­
ders. Upon death of a shareholder, the shareholder's stock 
and noncorporate property pass through the probate process 
to pay costs of estate settlement and for distribution in 
accordance with a will or state law of descent and distri-
93 bution. Stock disposition at death may be governed by a 
binding buy-sell agreement to which the decedent was a party 
during life, or the stock may be subject to first option or 
other transfer restrictions. The heirs or legatees thus may 
receive cash in lieu of corporation stock. The corporate 
assets underlying the stock are not affected by shareholder 
death. If corporate ownership and management succession are 
planned, the corporation continues to function much the 
same after death as before, particularly if two or more 
^^S.g.. Iowa Code ch. 636 (1962), as amended. Acts of 
60th Iowa G.A. 1963, ch. 326. 
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shareholders held stock in the corporation and were active in 
corporate management and decision making. 
In contrast to the effect of a shareholder's death, 
demise of a partner causes a technical dissolution of the 
partnership as does any event whereby a partner ceases to 
94 be associated with the firm. Therefore, partnerships may 
be dissolved upon withdrawal, retirement, insanity, or other 
legal disability of a partner. Dissolution may also result 
from expulsion of a partner, admission of a new partner, 
assignment of a partner's interest, bankruptcy, fraud, mis­
conduct, illegality of the partnership business, mutual a-
greement of the partners, or expiration of the term specified 
95 in the agreement. Although partnership dissolution is una­
voidable, the partnership business may be liquidated, con­
tinued under a new partnership, or continued under a differ­
ent form of organization. 
Bankruptcy As an alternative form of debtor re­
lief available to firms in financial difficulty, bankruptcy 
may affect the uncertainty and planning horizons of decision 
makers. Federal bankruptcy law is based on the theory that 
^^See Crane, Partnerships i 73 (2d ed. 1952). 
95 See Vanderbur, Farm Partnerships: Drafting the Agree­
ment 27 (State University of Iowa Agricultural Law Center 
Monograph No. 3, 1963). 
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an insolvent debtor's property, less exemptions allowed 
under state law, belongs to the creditors. In the bank­
ruptcy process, property is distributed among the bank­
rupt's creditors in accordance with established priorities 
and the bankrupt is relieved from the burden of unpaid dis­
chargeable debts. 
Due apparently to recognition of price and yield un­
certainties in agriculture, federal bankruptcy law pro­
vides that individual farmers (and farm partnerships) may 
file petitions in bankruptcy as voluntary bankrupts, 
but cannot be declared bankrupts involuntarily by their 
97 
creditors. Farm corporations are afforded the right to 
be voluntary bankrupts, even without a showing of insol­
vency. A farm corporation is, however, subject to involun-
QQ 
tary bankruptcy. To be subjected to involuntary bank­
ruptcy, the debtor must owe at least 1,000 dollars of debts 
and commit one or more of the six "acts of bankruptcy" 
^^Bankruptcy Act i 4(a), 30 Stat. 548 QL898), as amended, 
52 Stat. 847 (1938%, 11 U.S.C. I 24 (1958) /Hereinafter cited 
as Bankruptcy Act_J' 
97 e 
Bankruptcy Act s 4(b). 
^®See In re Lake Jackson Sugar Co,, 129 Fed. 640 (S.D. 
lex. 1904). 
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within four months of the time the petition was filed. 
The bankruptcy law provides two statutory paths for re­
habilitating corporations, including farm corporations, that 
are over burdened with debts. One, Chapter X of the Bank­
ruptcy Act, provides a formal, expensive, and elaborate 
framework for full-scale corporate reorganization including 
adjustment or modification of both secured and unsecured 
debts as well as the interest of shareholders.^^® Chapter X 
proceedings are intended primarily for large corporations.^®^ 
Chapter XI of the Bankruptcy Act provides for less formal, 
less ejq)ensive "arrangements" under which debtors may be 
granted an extension of time with eventual payment of debts 
102 in full, or a scaling down of unsecured debts. Neither 
Bankruptcy Act §§ 3(b), 4(b). A debtor commits an act 
of bankruptcy if it is insolvent and (1) conceals, removes, or 
permits anyone to conceal or remove any part of its property 
with intent to hinder, delay, or defraud creditors, or makes 
or suffers a fraudulent transfer of property to another; (2) 
allows a preferential transfer of property to a creditor; (3) 
permits any creditor to obtain a lien on its property while 
the debtor was insolvent unless the lien was discharged within 
thirty days; (4) makes a general assignment of property to a 
third person for the benefit of creditors; (5) permits the ap­
pointment of a receiver or trustee to take charge of its pro­
perty while the corporation was insolvent or unable to pay its 
debts as they mature; or (6) although not insolvent, admits in 
writing its inability to pay its debts and its willingness to 
be adjudged a bankrupt. Bankruptcy Act i 3(a). 
^®®See 6 Collier, Bankruptcy ? 0.09 (14th ed. 1962). 
^®^See 4 Oleck, Modern Corporation Law § 2080 (1960). 
^®^8 Collier, op. cit. supra note 100, ^ 2.07, .20. See 
also Mulder & Forman, Bankruptcy and Arrangement Proceedings 
143-44 (1956). 
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secured creditors nor shareholders can be affected by a 
Chapter XI proceeding. Chapter XI arrangements are pri­
marily intended for small, closely-held businesses. 
The net effect of the differential impact of federal 
bankruptcy law upon alternative forms of farm business 
organization may be to increase uncertainty and shorten plan­
ning horizons of decision makers. The "bankruptcy effect" 
may vary over time, particularly with the business cycle or 
other business indicators. 
Exemptions from execution Although perhaps not 
intended to affect differentially the uncertainty of firms 
by form of legal organization, state statutory provisons 
exempting certain property from execution by creditors may 
have that effect. Exemptions vary substantially from state 
to state. For example, Maryland exempts only 100 dollars in 
property plus insurance, wearing appare%, textbooks, and 
mechanical tools of the debtor.Iowa, on the other hand, 
exempts a homestead, which may be of unlimited value and up 
to forty acres in size for farm debtorstwo cows and two 
calves; fifty sheep, five hogs, and all pigs under six months 
of age; poultry to value of fifty dollars; enough feed for 
^O^See 4 Oleck, op. cit. supra note 101, § 2076. 
^°Sid. Ann. Code art. 83, ii 8, 11 (1957). 
^°^Iowa Code 1 561.2 (1962). 
80 
all exempt animals for six months; an automobile of unlimited 
value, by the use of which the debtor habitually earns his 
l i v i n g a  d e b t o r ' s  t o o l s ,  i n s t r u m e n t s ,  o r  b o o k s ,  p l u s  
107 
additional household items. Exemption statutes in the 
middle-western and western states generally favor the debtor 
more than do those of the eastern states. Texas, for example, 
108 
exempts up to 200 acres of land as a homestead; California 
109 
exempts a homestead not to exceed 12,500 dollars. Some 
eastern states, such as Maryland, permit no homestead exemp­
tion. Exemption statutes of predominantly rural states re­
flect a policy of protecting farmers from deprivation at the 
hands of creditors. 
Provisions of the exemption statutes are generally avail­
able only to natural persons or heads of families but not to 
corporations.Therefore, upon conveyance of exempt pro­
perty to a corporation, a debtor loses the privilege of hold­
ing the property free from creditors. Moreover, corporate 
^^^See First Nat'l Bank v. Larson, 213 Iowa 468, 239 
N.W. 134 (1931). 
^°^Iowa Code i 627.6 (1962). 
^^^Tex. Const, art. XVI, §§ 50-51. 
lO^Calif. Civ. Code 1 1260. 
llOgee Annot., 107 A.L.R. 614 (1937). 
^^^E.g., Iowa Code § 627.6 (1962). 
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stock received in exchange for the exempt property is not 
exempt from execution in the hands of shareholders. 
One effect of the exemption statutes may be to increase 
uncertainty and shorten planning horizons of corporate de­
cision makers compared to decision makers of firms eligible 
to take advantage of the statutory protection afforded by 
the statutes. Again, as with bankruptcy, the intensity of 
the "exemption effect" may vary over time. 
Shareholder limited liability In the day to day 
112 
operation of a firm, torts may be committed and contract­
ual obligations incurred in connection with business activi­
ties. As a general rule, a firm is expected to bear responsi­
bilities associated with its operation. 
Under the sole proprietorship and general partnership 
forms of organization, responsibility for liabilities extends 
to the owners as well. If a partnership becomes insolvent, 
a court of equity will marshal the partnership and partners' 
assets. Business creditors must first look to the business 
assets for satisfaction, but they may turn to the partners 
112 A tort may be defined generally as civil conduct which 
creates risk of harm to the personal or property interests of 
individuals because it (1) is intended to cause such harm, 
(2) it is negligent, or (3) is extra-hazardous. The person 
committing the tort may generally be held liable for the act 
if the conduct was not privileged and the person harmed had 
neither consented to the actual invasion of his interests 
nor the conduct which created the risk and if the person 
harmed had not engaged in contributory negligence. See 
Harper, Torts (1933). 
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individually for the unpaid remainder of the obligations. 
Likewise, individual creditors of a partner may turn to the 
partnership for satisfaction of the obligation to the extent 
113 
of the partner's interest in the business. Thus, in in­
solvency, partners are liable individually for partnership 
obligations. Sole proprietors are, of course, liable per­
sonally for firm obligations. 
Under the corporate form of firm organization, responsi­
bility for business liabilities is normally confined to the 
corporation. If the corporation is validly organized, 
adequately capitalized,and adheres to the required corpo­
rate formalities,each shareholder's liability for corpo­
rate acts and transactions is limited to the amount of his 
113 See generally Hutchison, Enforceability of Iowa Crea­
tors' Judgments Against Partnership and Partners"^Assets, 44 
L. rSVT 643155$). 
^^^See, e.g., Harrill v. Davis, 168 Fed. 187 (8th Cir. 
1909) (incorporators held individually liable for debts in­
curred prior to filing articles of incorporation). 
^^^E.g., Dixie Coal Mining & Mfg. Co. v. Williams, 221 
Ala. 331, Ï28 So. 799 (1930) (corporation managed by sole 
owner with no assets was fraud and owner personally liable for 
death of employee); Temple v. Bodega Bay Fisheries, Inc., 180 
Cal. App. 2d 279, 4 Cal. Rep. 300 (I960). See generally Anno t., 
63 A.L.R.2d 1051 (1959). 
^^^See Central Fibre Prods. Co. v. Lorenz, 246 Iowa 384, 
66 N.W.2d 30 (1954). See also Quaid v. Ratkowsky, 183 App. 
Div. 428, 170 N.Y. Supp. 812, aff'd. 224 N.Y. 624, 121 N.E. 
887 (1918). 
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agreed investment in the corporation.Corporate creditors 
cannot obtain satisfaction from the individual shareholders, 
nor may creditors of the individual shareholders reach the 
118 
corporation's assets except to the extent of the debtor-
shareholder's stock ownership. If a corporation becomes in­
solvent and creditor's claims are not paid in full frcan corpo­
rate assets, the creditors must bear the loss. A deficiency 
or unsatisfied judgment against a corporate "shell" is of 
little concern to the shareholders, even though such a judg-
119 
ment can be kept alive for several years. A deficiency 
judgment against a partner or sole proprietor is of sub­
stantially greater concern than one against a corporation. 
Limited liability has importance whenever a shareholder 
owns nonexempt property other than stock in the corporation. 
In seme corporations, notably small, closely-held firms, 
limited liability for specific contractual obligations may 
be sacrificed as a condition precedent to obtaining capital 
117 See 1 O'Neal, Close Corporations: Law and practice 
i 1.10 (1958). 
HGgee ^  re John Koke Co., 38 F.2d 232 (9th Cir.) , cert, 
denied, 282 U.S. 840 (1930) (shareholder's promissory note was 
individual obligation, not corporation's, even though proceeds 
had been used for corporation's benefit). 
, Iowa Code i 614.1(7) (1962). In Iowa, actions 
on judgments frcMn a court of record may be brought within 
tzwe :ty years, although the lien is valid for only ten years. 
Judgments may be renewed periodically by suing on the old 
judgment. 
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from a credit extender. A shareholder's personal signature 
on a corporate debt obligation makes the shareholder's non­
corporate assets available to the credit extender or obligee 
in the event of corporate default on the obligation. 
Limitation of shareholder liability may affect the atti­
tude of decision makers toward uncertainty associated with 
the firm, with a concomitant lengthening of the planning 
horizons. Limited liability has been a major factor enabl­
ing corporations to attract investors and assemble substantial 
120 
amounts of capital. Even in a small, closely-held corpo­
ration wherein outside equity capital is not actively soli­
cited, limited liability serves to protect shareholders from 
the full consequences of catastrophically large corporate 
obligations. By isolating noncorporate assets from obli­
gations of the farm business, the officer-director-share-
holder group may be more willing to allocate resources among 
enterprises involving greater uncertainty than if personal as 
well as business assets could be subjected to satisfaction 
of business obligations. 
Settlement of disputes The legal framework for 
the resolution of internal controversy and conflict within a 
1 20 See Harl & Timmons, Legal Aspects of the Family Farm 
Corporation, Family Farm Corporatiôns377 3? (State Univer­
sity of Iowa Agricultural Law Center Monograph No. 2, 
1963). 
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firm may be related significantly to the quantum of decision 
makers' uncertainty. It is noteworthy that a legal frame­
work encouraging firm continuity and thereby expanding plan­
ning horizons may at the same time limit or place restraints 
upon the rights of minority owners to withdraw. 
Disputes within closely-held corporations generally fall 
into two general classes: (1) disagreement over proper manage­
ment of the business, stemming from differences of opinion 
among directors or shareholders over management matters; and 
(2) struggles for control of the firm. Under forms of joint 
ownership of property, a dissatisfied partner may bring an 
action for partitioning the property and for sale of the 
121 
shares. Unhappy partners may withdraw and cause a disso-
122 lution of the partnership. However, an aggrieved corporate 
shareholder generally has less drastic remedies available. 
The solution of disputes within and among the three 
corporate decision making groups generally lies within the 
corporate structure. Means for settling most internal disa­
greements are provided by the procedural machinery normally 
accompanying the corporate form. This includes decisions 
by a majority or other specified vote for both shareholders 
and directors, transfer of stock by unhappy minority share-
, Iowa R. Civ. P. Div. XII, Iowa Code (1962). 
122 See note 94 supra and accompanying text. 
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holders, removal of officers or directors from office, ouster 
of officers and directors by the elective process, and pro­
visions for corporate dissolution upon specified shareholder 
vote. However, dissension may occur in a small, closely-held 
corporation resulting in a shareholder or director deadlock 
that cannot readily be resolved by the use of these conven­
tional dispute settling devices. A deadlock may occur because 
of equal distribution of voting stock among shareholders or 
factions, an even-numbered board of directors, or imposition 
of high or unanimous voting requirenents for shareholder 
action. Shareholder deadlock is normally more serious than 
deadlock involving a board of directors. A deadlocked board 
can often be remedied at the next shareholder annual meeting. 
However, deadlock of the shareholders may continue for an in­
definite period and may generally be resolved only if: (1) 
the disagreeing parties can reach an agreement through arbi­
tration, predetermined plan, or by other means ; (2) one or 
more of the disagreeing parties is eliminated or "squeezed 
out" of the corporation; or (3) the corporation is dis­
solved and its affairs wound up. 
Anticipation of disputes by including appropriate pro­
visions in the corporate articles of incorporation, bylaws, 
or separate shareholders' agreement at the time of incorpo­
ration may therefore be well advised. As one alternative, 
the incorporators may agree in advance to resolve conflicts 
87 
by arbitration of disputes. As a nonjudicial method of 
settling intrafirm controversies, arbitration is generally 
more rapid, more private, and less expensive than judicial 
determination. However, arbitration places final determina­
tion in the hands of "outsiders" and does not rely upon 
prior decisions, thus generating less predictability or 
certainty about outcomes. Procedurally, arbitration often 
lacks the usual legal safeguards for the weaker or disad­
vantaged party. And arbitration may not succeed in bringing 
disagreeing business associates together in an amicable and 
effective working relationship. Moreover, at common law a 
general agreement to sutmit future disputes to arbitration 
was not specifically enforcible and could be revoked by 
123 
either party at any time before a valid award was made. 
However, more than one-third of the states have enacted 
statutes providing expressly for enforcibility of agreements 
to subnit future disputes to arbitration. 
T O O  
See Simpson, Specific Enforcement of Arbitration Con­
tracts , 83 U. Pa. L. RevT 160, 162 (1934). 
, Calif. Code Civ. Proc. 1 1280; Wis. Stat. Ann. 
i 298.01 (1957). See also Federal Arbitration Act of 1925, 
9 U.S.C. sS 1-14 (1958). In some states, the subaission of 
controversies to arbitration is circumscribed by statute 
allowing only "controversies which might be the subject of 
civil action" to be subnitted to arbitration. E.g., Iowa 
Code i 679.1. (1962). See In The Matter of Burkin, 1 N.Y.2d 
570, 136 N.E.2d 862 (1956). 
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Incorporators may also consider, in anticipating future 
disputes, stock buy-out agreements actuated by deadlock or 
other contingencies, shareholder agreements on voting of 
corporate stock, or agreements to vote for dissolution after 
a stated period of time following deadlock. If a legal wrong 
has been cOTmitted against the corporation either by an 
"insider" or by someone outside the corporation, and the 
corporation has declined to take appropriate action, a 
shareholder who is unhappy with the way the corporation dis­
posed of the matter may bring a shareholder's derivative 
125 
action. Recovery from such actions generally goes to the 
corporation. In some instances, a shareholder who has been 
wronged may bring an individual cause of action against the 
wrongdoers with recovery going to him rather than to the 
126 
corporation. 
Corporate dissolution and liquidation The cir-
127 
cumstances under which a corporation may bé dissolved and 
125 See generally 2 Hornstein, o^. cit. supra note 73, 
si 711-734; Note, Stockholders' Derivative Suits, 12 U. Fla. 
L. Rev. 196 (1959). 
^^^See Ballantine, Corporations § 143 (rev. ed. 1946). 
127 A distinction is generally drawn between corporate 
dissolution and liquidation. Dissolution is the technical 
destruction or death of the corporate "shell". Liquidation 
implies a winding up the business and disposition of the 
assets. Dissolution may, but need not necessarily, be 
followed by liquidation. 
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the ease by which it can be acccmplished may affect the un­
certainty relevant to decision making action. As noted above, 
partnerships, as the principal noncorporate form of multi­
member firm organization, may be dissolved for a wide variety 
of reasons. The corporation, as a more formal method of organ­
ization, may be dissolved for fewer reasons and is accompanied 
by a more formal dissolution procedure. 
Every state provides a statutory procedure for voliin-
128 tary dissolution of a corporation by shareholders' consent. 
Under the Model Business Corporation Act, a corporation may 
129 be dissolved by written consent of all shareholders or by 
a two-thirds vote of shares taken after submission of a 
resolution to dissolve by the directors. The two-thirds 
130 
vote rule has been varied fran a majority in Iowa to 
131 four-fifths in Texas. Some states authorizing dissolution 
by shareholder vote require that there be good faith by the 
shareholders and that the dissolution be in the interests 
132 
of all shareholders. Continuation or dissolution of a go-
^^^See 4 Oleck, op. cit. supra note 101, ch. 79 for brief 
discussion of each state's voluntary dissolution statute. 
1292 M.B.C.A. Ann. § 76. 
l^°Iowa Code 1 4966.81(3) (1962). 
l^^Tex. Bus. Corp. Act art. 6,03(3) (1956). 
1 oo e 
See 2 Hornstein, Corporation Law and Practice s 
782 (1959). 
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ing business is generally considered a matter of business 
judgment and courts do not often inquire into the motives of 
133 
shareholders voting for dissolution unless fraud is shown, 
or unless the dissolution and disposal of assets are unfair 
to minority shareholders. 
In all jurisdictions, a corporation may have its powers 
suspended or be dissolved involuntarily by the state on 
specified grounds. Failure to file annual reports or pay 
fees as required by statute may result in forfeiture of the 
135 
corporation's right to do business. Involuntary dissolu­
tion may occur for fraud committed at the time of incorpora-
136 137 
tion, for exceeding or abusing corporate authority, for 
failing to maintain a record in the appropriate state office 
of the corporation s registered office and registered agent, 
and for various other reasons that vary from state to 
133 
See, e.g.. Light v. National Dyeing & Printing Co., 
140 N.J. Eq. 506, 55 A.2d 233 (Ch. 1947). See also Beidenkopf 
V. Des Moines Life Ins. Co., 160 Iowa 629, 142 N.W. 434 (1913). 
^^^See 2 Hornstein, 0£. cit. supra note 132 § 785. 
^^^E.g., Acts of 60th Iowa G.A. 1963, ch. 287, § 8. 
l^*E.g.. N.Y. Gen. Corp. Law i 90. 
^^^See, e.g., Colo, Laws 1958, ch. 32, i 90(c). 
^^^See 2 M.B.C.A. Ann. § 87. 
IS^See 2 M.B.C.A. Ann. § 87, T2.01(3)(f). 
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Special proceedings for dissolution of corporations upon 
deadlock are available in several states either under statu­
tory authority^^® or the general equitable powers of courts 
Statutory enactments typically provide that a court has the 
power to dissolve a corporation and liquidate its assets in 
an action by a shareholder if; (1) directors are dead­
locked, shareholders are unable to reach agreement, and ir­
reparable injury to the corporation is threatened or being 
suffered; (2) directors or those in control are acting ille­
gally, oppressively, or fraudulently; (3) shareholders are 
deadlocked and have failed for two successive annual meetings 
to elect successors to the board of directors; or (4) corpo­
rate assets are being misapplied or wasted,Some courts 
look upon dissolution as a harsh and drastic remedy that 
should not be decreed unless the deadlock or oppression goes 
to a vital and material aspect of corporate operation. 
However, the application of dissolution-on-deadlock statutes 
is viewed more liberally in other jurisdictions, where courts 
have ordered the dissolution of deadlocked but solvent and 
140see 2 M.B.C.A. Ann. 1 90. 
^^^See 4 Oleck, op. cit. supra note 101, § 1986. 
1422 M.B.C.A. Ann. i 90. 
l^^See Gidwitz v. Lanzit Corrugated Box Co., 20 111.2d 
208, 170 N.E.2d 131 (1960). 
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144 prosperous corporations and corporations in which share­
holders were unable to fill vacancies on the board of direc-
tors.l« 
The general rule has been that in the absence of statu­
tory authority, courts of equity did not have the authority 
to dissolve a deadlocked corporation,However, exceptions 
to that general rule are increasingly recognized and dissolu­
tion may be decreed whenever it is reasonably necessary to 
protect adequately the interests of the shareholders. 
Dissolution will not be ordered merely because of share­
holder dissatisfaction with the manner in which corporate 
148 
affairs are conducted. But deadlock resulting in such 
paralysis that the corporate purposes could not be achieved 
149 
may be grounds for dissolution in equity. Equitable re-
^^See Handlan v. Handlan, 360 Mo. 1150, 232 S.W.2d 944 
(1950). Buy-out of one dissenting Shareholder's stock a-
verted dissolution, however. See Handlan v. Handlan, 362 Mo. 
1180, 247 S.W.2d 715 (1952). 
^^^Strong V. Fromm Labs., Inc., 273 Wis. 159, 77 N.W.2d 
389 (1956). 
. Steenrod v. L. M. Gross Co., 334 111. 362, 166 
N.E. 82 (1929). See Note, Deadlock and Dissolution in Close 
Corporations. 45 Iowa L. Rev. 767-68 (1960). 
^^^See 2 O'Neal, Close Corporations: Law and Practice 
§ 9.27 (1958). 
, Indianapolis Dairymen's Co-op. Inc. v. Bottema, 
226 Ind."237, 79 N.E.2d 399 (1948). 
149see 
633 (1946). 
^^^S , e.g., Cowin v. Salmon, 248 Ala. 580, 28 So. 2d 
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lief in the form of dissolution may be available upon action 
by a minority shareholder in cases of corporate deadlock 
coupled with corporate insolvency, fraud, or gross mismanage­
ment by the officers or directors.In a few jurisdic­
tions, dissension and deadlock alone are sufficient grounds 
for corporate liquidation and dissolution.Dissolution 
of a corporation by a court of equity is generally not avail­
able, however, if the deadlock was created deliberately by 
shareholders seeking dissolution or a forced sale of other 
152 
shareholders' interests. 
The net effect of the corporate form of organization upon 
the decision makers* planning horizons is unknown. Undoubted­
ly, the effect varies from firm to firm and from time to time. 
Additional research is needed to ascertain the precise effects 
of the corporation upon decision making activities. 
Capital availability and accumulation 
The peculiarly intimate relationship between firm and 
household in closely-held corporations is responsible in 
^^^Hall V. John S. Isaacs & Sons Farms, Inc., 163 A.2d 
288, 293 (Del. 1960) (dictum); Note, 45 Iowa L. Rev. 767, 
768 (1960). 
^^^See Burleson v. Hayutin, 130 Colo. 58, 273 P.2d 124 
(1954); Krall v. Krall, 141 Conn. 325, 106 A.2d 165 (1954); 
Levant v. Kowal, 350 Mich. 232, 86 N.W.2d 336 (1957). 
^^^atz V. DeWolf, 151 Wis. 337, 138 N.W. 1013 (1912). 
See also Sternberg v. Wolff, 56 N.J. Eq. 555, 42 Atl. 1078 
(Ch. 1898). 
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large part for the special treatment of capital as a firm in­
put. The accumulation of optimum amounts of the various types 
of capital is a matter of substantial importance to small busi-
153 
nessmen. Requirements for capital have generally become 
greater as businesses (including farm businesses) have in­
creased in size and as capital has substituted for labor in 
production processes. Traditionally, each generation of small 
businessmen and farmers has furnished its own equity^^^ capi­
tal for use in the business, supplemented by debt^^^ capital 
obtained from external sources.Such reliance upon the 
entrepreneur or entrepreneurial group for equity capital 
necessarily limits the growth of firms over time. This is 
153 Recognition of the importance of the capital input in 
small businesses is given by the capital-extending activities 
of the Small Business Administration. See U.S. Small Busi­
ness Administration, i^nual Report (1963). 
^^^Squity capital contributed to a corporation is evi­
denced by shares of stock, usually canmon or perferred, and 
constitutes the risk bearing fund of the corporation. Equity 
security holders have less certainty of income, less risk of 
return of original capital upon liquidation, and greater op­
portunity to participate in growth of the firm than creditors 
as holders of debt securities. 
^^^Debt capital in a corporation's capitalization struc­
ture is evidenced by promissory notes, bonds, or debentures. 
Creditors, as holders of debt securities, generally receive a 
fixed return annually on their investment, are preferred over 
equity holders upon liquidation, and do not share in firm 
growth due to limitations on participating in firm assets upon 
liquidation. 
^Businesses capitalized upon equity capital of the en­
trepreneur thus are "bom" and aie" with the rise and subsi­
dence cycle of the individual's productive lifetime. 
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due principally to; (1) resultant restraints on obtainable 
debt capital, and (2) periodic reduction in equity capital 
contributions to the firm due to death, retirement, or other 
separation of the equity capital contributor frcm the firm. 
Exogenous capital availability The susceptibility 
of firms to the vagaries of risk and uncertainty may cause 
a limit to be placed upon the amount of debt capital loaned 
to firms by credit extenders. This feature may be responsible 
in part for decision makers not using borrowed capital to the 
p o i n t  w h e r e  m a r g i n a l  c o s t  e q u a l s  m a r g i n a l  r e t u r n . T h e  
restraint or limitation is termed exogenous capital ration­
ing and is attributable to widely accepted lending policies 
based upon the response of lending firms to uncertainty. 
Debt capital is conventionally extended to firms on the basis 
158 
of a percentage of the borrower's equity. Thus, a change 
in the amount of a firm's equity capital may change the 
total potential capital input to the firm by a factor greater 
It has been observed empirically that exogenous capi­
tal rationing has not been a predominant factor limiting the 
use of credit in one area in Iowa. See Heady & Swanson, Re­
source Productivity in Iowa Farming 769-70 (Iowa Agricultural 
Experiment Station Research Bull. 388,1952). 
^^^Allocation of debt capital between firms on the basis 
of security considerations rather than through adjustments in 
interest rates channels loan funds to users in a manner at 
most coincidentally in accord with relative marginal produc­
tivity of capital in the various employments. Credit is allo­
cated -to individual farmers, between farmers, and between 
farming areas directly on the value of assets used as security, 
and only indirectly on the basis of econcmic efficiency cri­
teria. 
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than one. Inasmuch as exogenous capital rationing is a 
phenomenon associated with uncertainty, factors tending to 
reduce Uncertainty for the lender, with respect to a particu­
lar firm,may operate to relax capital rationing.The legal 
form of organization may, therefore, affect exogenous capital 
rationing by affecting the availability of equity capital over 
time and by affecting the uncertainty of the lender vis'-a-vis' 
the firm. 
Availability of equity capital for farm firms 
Traditionally, individual farmers have provided all or nearly 
all of the risk bearing capital in farm firms. Even land 
rented to farm firms by nonfarmers on a variable rent basis 
with payment of rent in kind cannot be characterized as full-
risk bearing capital inasmuch as landlords are generally 
granted legal priority over the tenant's creditors in shar­
ing in firm output.Direct investment of equity capital 
in farm firms frcsn sources without the agricultural sector 
has not become widespread and is not ccmparable to direct 
equity investment in firms in other industries. This may be 
due to relative return on investment, relative uncertainty, 
^^^The uncertainty faced by lenders is composed of the un­
certainty faced by the firm itself plus the uncertainty aris­
ing frmn expectations of repayment stemming from honesty and 
integrity of the borrower. 
IGOsee, e^e., Iowa Code s 570.1 (1962) (landlord's lien 
on all crops aBa tenant's nonexempt personal property). 
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or because convenient and satisfactory means have not been 
generally available for channeling nonfarm equity capital to 
farm firms. It would appear reasonable to hypothesize that 
utilization of nonfarm equity capital would have a beneficent 
effect upon farm firms in that a portion of the uncertainty of 
agriculture would be shifted thereby to the nonfarm sector. 
Moreover, the absence of a fixed payment burden on the corpo­
ration for this portion of corporate capital should entail 
a lesser modification of production planning because of 
expectations concerning weather, price, or other uncertainty/^^ 
With agriculture dcminated by sole-proprietorships, firms 
generally are "born" and "die" within each generation. Over 
time, discontinuities in management and ownership occur in 
the transition from generation to generation. If family 
linkage in firm ownership continues from one generation to 
the next, a portion of the capital from a farm business may 
be channeled to successors by testamentary succession, gift, 
or bargiin-purchase transaction. However, substantial amounts 
of equity capital are removed from farm firms (and may flow 
out of the agricultural sector) with each generation due to 
the relatively high rates of out-migration of farm reared 
people. State laws of intestate succession uniformly 
^^^See Heady, Economics of Agricultural Production and 
Resource Use 549-50 (1952). 
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divide estates equally among the children after setting 
apart the share for the surviving spouse; and, in testate 
devolution, parents generally endeavor to distribute their 
property equitably among all children, whether on the farm 
or pursuing off-farm vocations. The result of such distri­
bution of accumulated farm firm capital may be dissolution 
of the firm or imposition of a debt obligation on the suc­
cessor in order for payments to be made to off-farm heirs. 
Effects of the corporate form In most closely-
held corporations, the principal source of equity capital is 
the incorporators who transfer property to the corporation in 
exchange for shares of stock (and occasionally, debt securi­
ties) . As the equity holders, the incorporating sharehol­
ders have voting control over the corporation. The control 
characteristic of equity capital may influence the expansion 
of the corporation's equity base to a substantial degree. 
The issuance of additional voting stock after incorporation 
is circumscribed by the doctrine of pre-emptive rights which 
is aimed at preserving the. extant balance of control by 
granting existing shareholders the right to purchase their 
162 proportional part of new issues. Quite apart from pre­
emptive rights, controlling shareholders in a closely-held 
corporation may be reluctant to admit new shareholders if it 
162 See note 27 supra. 
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entails granting them voting rights. Nonvoting equity capital 
may be utilized to extend the corporate equity capital base 
without diluting the existing control structure. However, 
nonvoting stock may be less marketable than voting stock, 
unless compensating adjustments are made in dividend rights 
or rights to participate in corporate assets upon liquidation. 
Equity capital limited to the family The in­
corporator group in the past has generally been limited to man-
bers of a family who have been farming together as a partner­
ship, father-son arrangement, or a landlord tenant relation­
ship. Assuming the nonadmittance of new nonfamily equity 
investors, which is discussed infra, the major concern in 
maintaining the firm's equity capital is (1) bridging the tran­
sitional ownership gap between generations, (2) lessening the 
impact of capital withdrawal by nonfarm heirs upon vesting 
of testamentary devolution rights, and (3) minimizing erosion 
of equity capital by estate settlement costs and taxes levied 
163 
upon the estate or property passing therefrom. The 
characteristics of the corporate form of organization that 
may facilitate the solution to these problems of equity 
capital management are discussed in the paragraphs following. 
^^^At this point, it is assumed arguendo that continua­
tion of the firm as an intact econcaaic organization over time 
from one generation to the next is a valid economic objective. 
This assumption is discussed in substantial detail infra under 
consideration of the family firm cycle. 
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The ease of transferring interests in property is a 
frequently cited advantage of farm incorporation.Al­
though property transfers within and between firms are pos­
sible under any form of organization, certain attributes of 
the corporate form facilitate intergeneration and intra-
generation, interfirm and intrafirm, property transfers. 
These attributes include the opportunity for making un­
qualified gifts or sales of stock with retention of working 
control over the firm, divisibility of asset ownership into 
easily traasferred shares of stock making possible the con­
cept of farm business transfer, and the possibilities for 
using corporate stock as an inccme channeling device for 
minimizing income tax liability. Four basic property distri­
bution plans are available to transferors for the passage of 
corporate stock. These include inter vivos gifts and sales, 
testamentary dispositions by will, testamentary dispositions 
utilizing the state law of descent and distribution, and 
stock redemption or purchase arrangements at death. Â pro­
perty transfer plan may include any or all of these basic 
alternatives. The choice of alternatives and the time path 
^^^See, e.g.. 0*Byrne, Krausz, Harl & Jurgenson, The 
Farm Corporation 9-10 (Iowa State University Extension Ser­
vice Pam. 273, North Central Regional Extension Publication 
No. 11, 1960): Shoemaker, Incorporation of Family Agricul­
tural Businesses, 30 Rocky Mt. L. Rev. TiUl, 407-08 (1958). 
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.of property distribution are generally functions of the 
transferor's specific objectives to be acccxnplished by the 
transfer. Those objectives may include (1) reasonable se­
curity of income for the transferors; (2) reasonable se­
curity for the junior members of the farm firm; (3) equit­
able treatment of heirs including those not associated with 
the farm business; (4) minimization of estate settlement 
costs and federal estate, state inheritance, and state estate 
taxes; and (5) maintenance of the firm as an efficiently 
operating unit.^^^ 
Stock transfers by gift or sale during the life of a 
shareholder result in a partial shift in ownership to the 
recipients of the stock, who become holders of an equity in 
the business. Thus, continuation of the business after the 
death or retirement of the principal shareholder or share­
holders is promoted. And such transfers reduce the amount 
of stock susceptible to passage through the probate process 
at death. Stock transfers to younger members of the firm 
during life provide security and the possibility of additional 
inccsne through dividends. These factors may contribute to 
^^^See 0'Byrne & Tiramons, Planning Farm Property Trans­
fers Within Families in Iowa 8 (State University of Iowa and 
Iowa State University Agricultural Extension Service and 
E2q>eriment Station Pam. 125, 1959). 
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attraction and retention of qualified management personnel 
whose employment alternatives offer similar opportunities 
for ownership security. If stock is made available by par­
ents to children remaining on the farm, purchases may be 
made by such on-farm heirs during years of high earning capa­
city. Such purchases may ameliorate the burden frequently 
falling upon those heirs of acquiring the balance of the 
farm business assets upon death of the parents. Sale of 
stock by senior shareholders provides additional income to 
supplement retirement benefits. And purchase of stock by 
on-farm heirs during the life and upon the death of senior 
shareholders may provide cash for the payment of estate 
settlement costs and taxes and for distribution to off-
farm heirs in lieu of corporate stock. 
Normally, effective inter vivos gift making requires 
giving up both possessory enjoyment of the gift property and 
the incOTie which it produces. These may be substantial ob­
jections to inter vivos giving inasmuch as shareholders' ex­
pectations as to future income needs may generate reluctance 
to make absolute gifts of property. Moreover, transferors 
may be hesitant to make inter vivos gifts since the recipients 
are generally free to sell or transfer the gift property to 
others. Attempts to overcome these objections to inter vivos 
transfers by retaining income interests in or powers over the 
property have generally resulted in inclusion of the property 
103 
in the estate of the donor for federal estate, state inherit­
a n c e ,  a n d  s t a t e  e s t a t e  t a x  ( d e a t h  t a x )  p u r p o s e s . T h i s  
negates the death tax saving motivation of the plan. 
Gifts of corporate stock may be made without loss of 
control over the firm. And, to a considerable extent, gift 
transfers may be made without loss of current income. For 
corporations operating under majority irule with only one class 
of stock, up to forty-nine per cent of the stock may be trans­
ferred leaving the holder of the fifty-one per cent interest 
in effective control of the corporation because of control 
over elections to the board of directors.Thus, the holder 
of the majority interest may, through director influence, in 
effect control the amount and form of dividend and salary 
distributions as well as general policy making. Such control 
over the board of directors could also, as a practical matter, 
insure continued employment of the majority shareholder as a 
corporate employee. The fear of income loss is, therefore, 
lessened. The dividend income from the transferred stock 
is sacrificed; however, as hereinbefore pointed out, dividends 
have not been an important source of income in most farm 
corporations. 
lG*See, ^ ., I.R.C. §§ 2036, 2037. 
^^^More than 49% of corporate ownership may be transfer­
red without loss of control if part or all of the gift stock 
is nonvoting. 
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Gifts of stock may be absolute, with no danger of the 
gift property being included in the donor's gross estate 
168 
at death. And, at the same time, control over the busi­
ness, and indirectly over the gift property, may be retained. 
Moreover, restraints on alienation of corporate stock may be 
imposed, thus limiting retransfer of corporate stock by re­
cipients. Stock transfer may be restricted by provisions re-
' pl« 
170 
quiring shareholder or director consent to transfer,plac­
ing a lien on stock to secure shareholder indebtedness," 
granting a first option to the corporation or other share­
holders,or providing for a contractual buy-sell agree­
ment relating to purchase and sale of the stock upon share-
172 holder death, retirement, or other contingency. Ab-
168 Stock given in contemplation of death, like other pro­
perty, is includible in the gross estate for tax purposes. 
See I.R.C. 1 2035 (transfers within three years of death are 
presumed to be in contemplation of death and therefore in­
cluded in decedent's gross estate). See, e.g., Iowa Code s 
450.3(2) (1962) (transfers within two years of death are pre­
sumed to be in contemplation of death and are subject to state 
inheritance and estate tax). 
^^^E.g., Mason v. Mallard Tel. Co., 213 Iowa 1076, 240 
N.W. 671"TT932). In some jurisdictions, consent restrictions 
on stock transfer have been held invalid as contrary to public 
policy. See, e.g.. Douglas v. Aurora Daily News Co., 160 111. 
App. 506 (1911). 
^^®See, e.g.. Iowa-Missouri Grain Co. v. Powers, 198 Iowa 
208, 196 N.W."579 (1924). 
^^^See, e.g., Lawson v. Household Finance Corp., 17 Del. 
Ch. 343, 152 5tr. 723 (Sup. Ct. 1930). But see Victor G. 
Bloede Co. v. Bloede, 84 Md. 129, 34 Atl. 1127 (1896). 
^^^See Ccxnment, 57 Mich. L. Rev. 578 (1959). 
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solute restraints on stock transfer are almost universally 
considered unreasonable and contrary to public policy. 
In same instances, a gradual shift of management responsi­
bility and control to younger shareholders may be desired as 
retirement of majority shareholders approaches. Inter vivos 
transfers of voting stock may facilitate the accomplishment 
of this objective. Formal recognition of the right of mi­
nority shareholders to participate in management may be 
accorded by election to the board of directors even though 
corporate control rests with the directors elected by the 
maj ority shareholders. 
Inter vivos stock transfers may have an income tax 
effect favorable to the taxpayers. Transfers of stock to 
younger members of the family who pay tax at lower income 
tax rates may result in a lower over-all income tax bill 
for the firm and individual members of the family. If 
stock has been held for more than six months, a sale produces 
long-term capital gain or loss on the difference between the 
tax basis and the sale price.And recognition of gain may 
be spread over a period of years if the sale is on the in-
173 See Hayes, Corporation Cake with Partnership Frosting, 
40 Iowa L. Rev. 157, 162-64 (1954) ; Annot., 61 A.L.R.Zd 1318% 
1322 (1958). But see Hornstein, Judicial Tolerance of the In-
corporated Partnership, 18 Law & Contemp. Prob. 435,"547 
(1953) (absolute restraints for short periods may be valid). 
^^^I.R.C. i 1222(3), (4). Long-term capital gains in the 
hands of individuals are entitled to a 50% deduction befcyre 
application of the individual's income tax rate. I.R.C. 1 1202. 
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stallment basis. Gain is, of course, not recognized in 
gift transactions since the donee takes the donor's basis 
for computing gain in a subsequent sale or exchange, 
Except for gifts falling within the allowable exclusions, 
exemptions, and deductions, a federal gift tax is imposed upon 
177 178 inter vivos transfers of property made by an individual. 
Each donor is allowed an annual exclusion of 3,000 dollars in 
179 gifts to each beneficiary. In addition, each donor is 
allowed a 30,000 dollar lifetime exemption,Gifts from 
one spouse to another are fifty per cent deductible under the 
•""'I,R,C. § 453, If the installment sale method is to be 
used to postpone recognition of gain, payments by the pur­
chaser in the year of sale may not exceed 30% of the purchase 
price, and the sale price of the stock must exceed $1,000, 
I,R,C, §1 453(b)(2)(A), (b)(1)(B), 
176 c 
I,R,C. s 1015(a), The basis for ccxnputing loss on 
stock received by gift is the donor's basis or fair market 
value of the stock on the date of the gift, whichever is 
lower, I,R,C, i 1015(a), The basis of stock received by gift 
may be increased by the amount of gift tax paid unless that 
would raise the basis above the fair market value of the stock 
at the time of the gift. I,R,C, s 1015(d)(1), 
^^^Thus, the tax applies to the amount by which the value 
of stock or other property transferred exceeds the considera­
tion paid by the transferee. I.R,C, i 2512(b). Therefore, bar­
gain purchase transactions are covered as well as purely 
gratuitous transfers. 
^^^I.R.C. i 2501, The donor is primarily liable for the 
tax. I.R.C. 1 2502(d). 
^^^I.R.C. 1 2503(b). This annual exclusion may be $6,000 
per beneficiary for a husband and wife as donor even though on­
ly one owned the gift property. I.R.C. § 2513(a). 
^^^I.R.C, i 2521, A husband and wife have a $60,000 ex­
emption even though only one owned the gift property, I,R,C, 
§ 2513(a), 
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gift tax marital deduction. And gifts to certain chari­
table and governmental organizations may be deducted in ccsn-
182 
puting taxable gifts. Gifts in excess of the allowable 
exclusions, exemptions, and deductions are taxed at a gradu­
ated rate which is approximately three-fourths as high as 
183 
estate tax rates. If advantage is taken of the annual 
exclusions and lifetime exemption, substantial amounts of 
corporate stock (or other property) may be transferred free 
from gift tax. As an example of possible intergeneration 
stock passage, a husband and wife with four children may give 
84,000 dollars (60,000 dollar lifetime exemption plus 6,000 
dollar annual exclusion per child) worth of stock or other 
property to the children free from gift tax the first year 
and 24,000 dollars (6,000 dollars per child) every year there­
after.^®^ Gifts of corporate stock are particularly well 
IG^I.R.C. i 2523. 
i 2522. 
^^^Compare I.R.C. § 2502, with I.R.C. i 2001. For pur­
poses of computing the gift tax, gifts are cumulative; the 
more taxable gifts that a person has made since 1932, the 
higher the current tax rate will be. 
^®^About one-fifth of the states impose a gift tax on 
inter vivos transfers by gift. The Minnesota gift tax stat­
ute, for example, allows a $10,000 lifetime personal exemption 
if the donee is a wife or minor child and a $5,000 exemption 
if the donee is a husband or adult child. Minn. Stat. Ann. § 
292.05 (1962). A $3,000 annual exclusion is allowed for gifts 
made to any person by the donor. Minn. Stat. Ann. s 292.04(6) 
(1962). The gift tax rate varies by relationship of the donee 
to the donor. Minn, Stat. Ann. § 292.07 (1962). 
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suited for taking advantage of the gift tax framework inas­
much as stock may be issued in easily transferable shares 
having convenient values of one, ten, 100, or 1,000 dollars 
per share. 
Gifts of property to minors have traditionally created 
substantial problems since minors are considered incompetent 
185 to manage their own property. Moreover, the law in most 
jurisdictions permits a minor to disaffirm prior transac-
186 
tions on reaching a majority. Furthermore, the Uniform 
Stock Transfer Act denies a minor shareholder the capacity 
to transfer stock.Although gifts of property in trust 
or through a guardian avoid the hazards of direct transfer 
of property to a minor, neither device is well-suited to the 
usual situation involving relatively small gifts of property. 
The costs and necessary formalities make them generally un-
TOO 
suitable. In an effort to solve the management and trans­
fer problems associated with gifts of property to minors, 
every state and the District of Columbia have enacted either 
, Hudson's Guardian v. Hudson, 160 Ky. 432, 438, 
169 S.W."g^, 893 (1914) (dictum). 
Iowa Code 1 599.2 (1962). 
. Iowa Code § 493A.2 (1962). 
^^^See Note, 25 Fordham L. Rev. 390-91 (1956). 
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the Gifts of Securities to Minors Act^^^ or the Uniform 
Gifts to Minors Act.^^^ The acts^^^ in effect provide for 
a simple statutory trust or custodianship allowing the donor's 
192 gift to qualify for the annual gift tax exclusion, avoid­
ing the necessity of a formal guardianship or common law trust, 
and providing a convenient management vehicle for the gift 
193 property. The corporate form enables the statutory cus­
todianship to be used in transfer plans involving a firm. 
Gifts of corporate stock or other corporate securities may 
be made under either act. By comparison, gifts of realty 
interests or gifts of personalty other than securities and 
money do not ccme within the purview of the statutory custodi-
194 
anship. Therefore, the statutory custodianship may not 
be used for gifts of land, livestock, or machinery. However, 
189 
This act has been adopted by Alaska, District of Colum­
bia, Georgia, and New Jersey. 
190 This act has been adopted by the forty-seven states not 
listed in note 189 supra. 
^^^The principal difference between the two acts is that 
the Uniform Act permits money as well as securities to be 
given; the Gifts of Securities to Minors Act applies only to 
gifts of securities. See Note, 9 Drake L. Rev. 32 (1959). 
^^^ev. Rul. 86, 1956-1 Cum. Bull. 449; Rev. Rul. 357, 
1959-2 Cum. Bull. 212. 
193 Under the statutory custodianship, a donor may make an 
irrevocable transfer to a custodian who is given relatively 
bcoàd powers in the management and investment of the custodial 
property. 
^^^See Uniform Gifts to Minors Act § 1(e). 
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it may be used for gifts of corporate securities which rep­
resent interests in land, livestock, and machinery. 
Planned intergeneration property transfers may be ad­
vantageous for the firm and the family as a whole, in that 
such transfers may (1) reduce federal estate and state death 
taxes and other settlement costs, (2) permit younger share­
holders to build up an equity interest in the firm during 
their early, physically productive years, (3) retain capital 
in the business rather than channeling it to off-farm heirs 
(with stock passing to such heirs), (4) reduce the burden 
on successors of buying out farm business interests of off-
farm heirs acquired by inheritance, and (5) facilitate re­
tirement planning of retiring shareholders. 
Corporate stock which is held by a shareholder until 
death passes through the probate and devolution processes 
much like other personal property. From the standpoint of 
maintaining the equity capital of the firm intact, the dis­
position of a decedents' interests therein and the rights 
of a distributee including rights to a liquidating distri­
bution are important. For a corporation whose objective is 
to remain closely-held through succeeding generations, it is 
essential for stock ultimately to be channeled to the suc­
cessors in the "inner circle" of ownership and management. 
If stock passes to all the heirs or legatees of shareholders 
at death, corporate ownership may bee one widely diffused 
Ill 
within a period of one or two generations. Therefore, in 
instances where widespread ownership of stock is not desired, 
the passage of stock at death may be an important event in 
the continuing effort to maintain stock ownership within a 
small group. If the objective of the firm is to formulate a 
broad base of equity ownership either on a permanent basis or 
during the transitional period following death of a sharehold­
er, testamentary disposition of stock may likewise be an im­
portant event. 
Stock held by a decedent, if not subject to a restric­
tion on stock transfer and not needed to pay the costs of 
estate administration, passes by will or by intestate succes­
sion to the legatees or heirs. If the legatees or heirs are 
corporate employees or are otherwise closely associated with 
the firm, such passage of stock may offer a satisfactory 
solution to continued operation of the business as a closely-
held firm. The successors become owners of an equity interest 
in the firm by becoming corporate shareholders. If stock 
passes to nonfarm heirs or legatees, the equity of the firm 
is preserved intact inasmuch as the holder of stock cannot 
obtain partition and sale as can joint owners of property 
generally. Thus, no diminution of equity capital occurs 
since there are no pay-outs to heirs or legatees, neither is 
there imposition of a debt obligation for the same purpose. 
The involuntary nature of the equity investment by nonfarm 
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heirs or legatees raises problems as to the stability of the 
investment relationship, however. Problems may arise stem­
ming frcsn: (1) a desire by off-farm shareholders for larger 
dividend declarations while on-farm shareholders prefer low 
dividend payments, if any, and instead may prefer to utilize 
corporate funds for eîqpansion; (2) intervention in decision 
making by uninformed, technically unqualified off-farm share-
195 holders; and (3) the relatively narrow market for shares in 
a closely-held corporation faced by off-farm shareholders who 
desire to dispose of their holdings. The latter difficulty 
may be compounded by restrictions on stock transfer which 
reduce the market substantially so that in effect the only 
permissable purchasers are the corporation or other share­
holders, Moreover, with little or no history of dividend 
declaration, and with control vested in individuals whose 
objective functions may not include dividend declaration, a 
minority shareholder's block of stock may be additionally 
unattractive to investors. Off-farm shareholders in nearly 
196 
all of the corporations studied in the 1959 Iowa Study 
having off-farm shareholders, were in the first generation of 
^^^Participation in management, beyond the minimal manage­
ment rights of minority shareholders, is likely only if the 
off-farm shareholders singly or in ccmbination can muster ma­
jority or working control of the corporation. 
^^^See Chapter I, note 53, 
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off-farm residence. It is arguable that family ties to the 
firm and sentimental attachments may overccsne the expected 
objections by nonfarm minority interests. It is largely 
conjectural whether the investment functions of second and 
succeeding generations off the farm will be similarly oriented. 
However, as hereinbefore noted, a dissident minority has at 
197 
most limited remedies at its disposal. 
Problems involved in the passage of stock held by a 
decedent shareholder at death may be solved in s (me instances 
by appropriate prior planning of the organizational control, 
capitalization, and management framework. For example, off-
farm heirs, including the surviving widow, might be given 
198 
nonvoting preferred stock by will in lieu of common stock 
with voting rights. The preferred stock could be given fixed 
annual dividend rights to insure the holders of income on 
their investment. A similar solution would be for the 
surviving spouse and off-farm heirs to receive debt securi­
ties of the corporation such as bonds, debentures, or short-
term notes in lieu of common stock with voting rights. The 
incorporators may prefer instead to deal with the problem 
of widespread stock distribution at death with the concomi-
197 See notes 121 and 122 supra and accompanying text. 
198 However, corporations electing to be taxed under Sub­
chapter S of the Internal Revenue Code may have only one class 
of stock. I.R.C. § 1371(a)(4). 
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tant possibility of a dissident minority by instituting a 
buy-sell agreement prior to the death of any shareholder, 
thereby requiring the corporation or the surviving share­
holders to purchase the stock of a deceased shareholder. 
The resulting cash in the decedent's estate could then pass 
to the widow and heirs to be invested by them as desired 
with respect to risk and income. Although placing a burden 
on surviving shareholders or the corporation of producing 
capital for the buy-out, such an arrangement permits sur­
viving shareholders to assume cmaplete ownership and con­
trol of the firm. Various funding plans including those 
utilizing life insurance may be used to provide funds for 
the buy-out. Also, the buy-sell agreement may provide that 
the purchasers have a specified period of years in which 
to complete payments to the distributees. A further possi­
bility might be for stock to pass at death to both on-farm 
and off-farm heirs, with an option granted to the on-farm 
heirs to purchase the stock held by off-farm heirs at a 
future time. Any plan anticipating stock transfer at sane 
time after death should expressly provide for determining 
stock value at the time of transfer in order to preclude 
disagreement over value. 
Corporate stock held until death of the shareholder in­
curs various tax effects. Major concern centers around the 
federal estate tax and state inheritance or estate 
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199 taxes. However, retention of corporate stock at death may 
have income tax implications as well. 
Minimization of death taxes is a generally accepted 
estate planning objective.Individuals with estates 
totaling 60,000 dollars in value or less need not be con­
cerned with the federal estate tax, but for estates sub­
stantially larger than that amount it may be advantageous 
taxwise for a dispositive plan to be formulated to reduce 
federal estate tax. As hereinbefore noted, the corporate 
form offers a structure facilitating the reduction of death 
tax liabilities by stock transfers prior to death without 
the necessity of parting with control over the property or 
income security accompanying such control. The federal 
estate tax is imposed upon the transfer of property held at 
199 Forty-nine states impose some type of tax on the pass­
age of property at death. The Nevada Constitution prohibits 
inheritance or estate taxes. Nev. Const, art. 10, s 1. The 
federal estate tax credit for state death taxes paid has en­
couraged state enactment of laws imposing death taxes. See 
I.R.C. § 2011. See, e.g., Iowa Code i 451.2 (1962) (Iowa 
estate tax only applies where necessary to obtain full 
credit allowable under federal estate tax law). Shares of 
corporate stock may constitutionally be subjected to state 
death taxes in more than one state. The state where the 
shareholder is domiciled may levy a tax. See, e.g., Blod-
gett V. Silberman, 277 U.S. 1 (1928). And the state in which 
a corporation is organized may likewise impose a tax on the 
stock even though the deceased shareholder was domiciled 
elsewhere. State Tax Camm'n of Utah v. Aldrich, 316 U.S. 
174 (1942). Even the state where the stock certificates 
of a nonresident decedent are located may exact a tax if 
the certificates are there for other than a temporary purpose. 
^^^See 0'Byrne & Timmons, supra note 165, at 8. 
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201 death including property transferred for less than an 
202 
adequate consideration in contemplation of death, prior 
transfers by the decedent in which possession and enjoyment 
of the property could be obtained by the transferee only 
203 by surviving the decedent, prior transfers over which the 
decedent retained some power,and property transferred 
205 
with a retained life estate. The federal estate tax is . 
imposed also on property held by the decedent and another in 
joint tenancy with right of survivorship except to the ex­
tent that it can be proved that the surviving joint tenant 
furnished consideration for acquisition of the property. 
And the tax reaches life insurance proceeds payable to the de­
cedent's estate or payable to named beneficiaries if the dece-
207 dent retained incidents of ownership in the policy. Pro-
ZOll.R.C. i 2001. 
§ 2035. 
203 q 
I.R.C. s 2037. The transferor-decedent must also have 
retained a reversionary interest exceeding 5% of the value of 
the property in his gross estate. 
ZO^i.R.c. i 2038. 
^°^I.R.C. i 2036. 
ZOGl.R.C. i 2040. 
207 c 
I.R.C. 1 2042. The term "incidents of ownership" re^ 
fers to the right of the insured or his estate to the econcmic 
benefits of the policy and includes the power to change the 
beneficiary, power to assign the policy, power to revoke an 
assignment, power to pledge the policy tor a loan, and power 
to surrender or cancel the policy. Treas. Reg. s 20.2042-l(c) 
(2) (1958). 
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perty subject to the decedent's power of appointment is also 
208 
taxed in certain instances. The total of all these inter­
ests equals the decedent's gross estate.Certain deduc­
tions and exemptions are applied to the gross estate to arrive 
210 
at the "taxable estate" against which the tax is levied. 
Funeral and estate administration expenses, claims against 
the estate, and unpaid debts and mortgages may be deducted 
211 if not deducted for income tax purposes. Likewise, losses 
from casualty or theft during the period of administration may 
212 be taken unless deducted for income tax purposes. The re­
mainder, after these deductions have been taken, is the "ad-
213 justed gross estate," Up to fifty per cent of the adjusted 
gross estate may pass to the surviving spouse free of tax 
under the estate tax marital deduction.After subtract­
ing the marital deduction from the adjusted gross estate, 
^OSl.R.C. i 2041. 
20*1.R.C. § 2031. 
ZlOl.&.C. i 2051. 
Zlll.R.C. § 2053. See also I.R.C. 1 642(g). 
Zl^l.R.C. §1 642(g), 2054. 
^^^I.R.C. § 2056(c)(2)(A). Additional computations are 
necessary in a community property state to arrive at the ad­
justed gross estate. 
^^^I.R.C. §§ 2056(a), (c). The marital deduction is 
limited to the amount of property that qualified for the 
marital deduction and passed to the wife, or 50% of the ad­
justed gross estate, whichever is less. I.R.C. i 2056. 
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215 the decedent's 60,000 dollar exemption and testamentary 
transfers to certain charitable organizations may be de-
21_6 
ducted. The remainder is the taxable estate upon which 
217 the graduated federal estate tax is levied. The amount 
of tax computed may be reduced by credits for a portion of 
218 
state inheritance or estate taxes paid, for federal 
estate tax paid on transfers of the same property within ten 
219 years of the death of the decedent, and for gift tax paid 
220 
on property later included in the gross estate. Foreign 
death taxes paid to a country within which the taxed pro-
221 perty was located are an additional credit. As a general 
rule of thumb, estates of married individuals leaving a sur­
viving spouse must exceed approximately 130,000 dollars be­
fore the federal estate tax is of much concern provided maxi 
mum advantage is taken of the marital deduction. For un­
married taxpayers or those whose spouse has predeceased, the 
tax is a factor to consider if the estate exceeds about 
215% 
.R. C. § 2052. 
216j 
.R. C. 2055. 
217j 
.R. C. § 2001. 
218j. 
.R. C. 
s 
s 2011. 
219j 
.R. C. § 2013. 
220^ 
.R. C. § 2012. 
221j 
.R. c.  § 2014. 
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65,000 dollars. 
For stock held until death, the tax basis for income tax 
222 purposes is set equal to fair market value. Thus, death 
eliminates any potential gain that may exist at death. How­
ever, death of a shareholder does not result in a change of 
basis for corporate property. By contrast, upon death of an 
individual owner of property, the potential gain is elimi­
nated with respect to specific items of property, thereby 
making possible redepreciation of items that had been 
"depreciated out" on the decedent's depreciation schedule. 
Equity capital obtained fr<an outside sources 
223 Occasionally, "outside" investors may be favorably disposed 
to incurring the risks of equity ownership in return for 
dividends and the possibility of appreciation in stock value. 
However, as hereinbefore noted, substantial reasons exist 
explaining the relatively low rate of equity coital invest­
ment in agriculture by nonfarmers. In brief recapitulation, 
those reasons are generally stated to be: (1) relatively 
low resource earnings, (2) little, if any, voice in manage­
ment as a minority shareholder, (3) few, if any, dividends, 
(4) relatively high risk and uncertainty, and (5) reluctance 
^^^I.R.C. 1 1014, 
^Z^By "outside investors" is meant individuals or agencies 
outside the families of the employee-shareholders who are not 
associated with the firm in a managerial or laborer role. 
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by insiders to comprcmise decision making independence. It 
is arguable that absence of a convenient legal device, such 
as corporate stock, for channeling equity capital into farm 
firms, may also have been a factor contributing to the minimal 
use of outside equity capital in fanning. 
If outside equity capital were to be solicited, private 
placement of securities would be a virtual necessity due to 
the relatively small size of farm firms. Private placement 
of securities eliminates undeirwriting expenses, saves time 
in the distribution process, and generally avoids state and 
federal securities regulation. Size of the business is a 
224 limiting factor in formal solicitation of outside capital. 
As a general rule of thumb, if the growth potential of the 
business is not such that about 300,000 dollars or more of 
stock can be sold, the business is not in a position to seek 
capital through widespread solicitation or frcmi the large 
capital markets because the cost for small public offerings 
225 is prohibitive. The Securities and Exchange Commission 
has found costs of flotation to be much greater for small 
issues because of high fixed costs. For example, the SEC 
has reported that more than twenty per cent of public common 
224 See Weaver, Equity Finyicing for the Small Firm, 34 
Harv. Bus. Rev., Mar.-^r. 1956, p. 99. 
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stock issues running less than 1,000,000 dollars is used for 
expenses of issuance including the cost of registering and 
filing with the SEC, compensation to underwriters and secur­
ities salesmen, and other fees. Costs for larger flotations 
226 
are relatively less. 
Although use of greater amounts of outside equity capital 
may be advantageous to farm firms, it would seem that wide­
spread use of such capital awaits (1) generation of more 
competitive investment alternatives in agriculture relative 
to other investment possibilities, and (2) development of 
capital-seeking units capable of using larger amounts of 
equity capital. 
Availability of debt capital for farm firms Al­
though much of the debt capital used in farm businesses comes 
from banks, insurance companies, other private lenders, and 
government credit agencies, the introduction of the corpora­
tion as a business organizational device permits contributors 
of equity capital to be creditors as well. A shareholder may 
properly loan funds to his corporation and take a mortgage 
227 
or pledge of corporate property as security. The fiduci­
ary duty of shareholders imposes few restraints on share-
SEC, Cost of Flotation of Corporate Securities 1951-
1955, at 37 (1957). 
^^^See, e.g.. Goldstein v. Wolfson, 132 F.2d 624 (2d Cir. 
1943); Annot.TTl A.L.R.2d 663 (1953). 
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holder lending unless actions of the controlling sharehol-
228 ders are detrimental to the minority. However, in the 
case of loans by an officer or director, a fiduciary duty 
arises which requires that a transaction, to be upheld, 
229 
must be open and free from fraud or impropriety; the 
230 
officer or director must act in good faith; and he must 
be able to show the inherent fairness of the transaction 
from the standpoint of the corporation and those interested 
231 in it. Loans by shareholders, directors, and officers 
must also meet the Internal Revenue Service tests as to de­
ductibility of interest, bad debt deductibility, and non-
taxability of principal payments."" 
Several types of loans made available to farmers from 
government sponsored credit agencies are limited or denied 
233 to farm corporations. Federal land bank loans may be 
^^®See Note, 44 Iowa L. Rev. 734 (1959). 
^^^See Garrett v. Burlington Plow Co., 70 Iowa 697, 29 
N.W. 395 (1886). 
^Wabash Ry. v. Iowa & S.W. Ry., 200 Iowa 384, 202 N.W. 
595 (1925). 
231see Pepper v. Litton, 308 U.S. 295 (1939). 
232 See notes 28 to 65 supra and acccsnpanying text. 
233 Federal Land Bank loans may be made for general agri­
cultural purposes and for meeting other requirements of the 
land owner. The loans, which must be secured by a first 
mortgage on farm land, cannot exceed 65% of. the normal value 
of the mortgaged property and may be made only to persons en­
gaged in farming operations. 39 Stat. 370 (1916), as amended.^ 
12 U.S.C. § 771 (1958). 
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made to farm corporations if the corporate stock is owned 
by individuals personally engaged in farming or, if permit­
ted by the Farm Credit Administration, at least seventy-five 
per cent of the value and number of shares of stock is owned 
by individuals actually engaged in farming the property to 
234 be mortgaged. In addition, owners of at least seventy-
five per cent of the corporate stock must assume personal 
liability for the loan, thus sacrificing limited liability 
235 for that particular obligation. Production Credit Asso-
236 
ciation loans may be made to farm corporations provided 
seventy-five per cent of the stock is owned by individuals 
actually engaged in farming or livestock operations of the 
corporation, the major portion of corporate assets consists 
of property actually devoted to farming or livestock produc­
tion, and at least one-half of the gross income is derived 
237 from these operations. Holders of a majority of the 
shares (or a principal shareholder with the consent of 
the federal intermediate credit bank) must personally 
23439 Stat. 370 (1916), as amended, 12 U.S.C. i 771 
(1958); 6 C.F.R. Il 10.3 - .4 (1955, Supp. 1961). 
23539 Stat. 370 (1916), as amended, 12 U.S.C. § 771 (1958) 
Production Credit Associations provide short-term 
credit to farmers on a cooperative basis. Federal Farm Credit 
Act of 1933, 48 Stat. 257, as amended, 12 U.S.C. i 1131 (1958). 
2376 C.F.R. i 50.102 (Supp. 1961). 
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238 
guarantee the indebtedness. Neither Farmers Home Admini­
s t r a t i o n  r e a l  e s t a t e  l o a n s ^ ^ ^  n o r  F H A  o p e r a t i n g  l o a n s a r e  
available to farm corporations. Similarly, FHA farm housing 
loans and grants are not available to farm corporations. 
However, farm corporations are eligible for emergency loans 
242 in areas designated by the Secretary of Agriculture and 
243 
may participate in the Emergency Feed Program. Govern­
ment assistance in financing small businesses through the 
Small Business Administration^^^ is unavailable to most farm 
C.F.R. i 50.103 (1956). 
239 FHA real estate loans are made to enable the borrower 
to acquire, enlarge, or improve family-size farms. 75 Stat. 
307 (1961), 7 U.S.C.A. il 1921-29 (Supp. 1961). 
24®FHA operating loans may be used for purchase of live­
stock, seed, feed, fertilizer, farm equipment, supplies, and 
other farm needs; for costs of reorganizing the farm busi­
ness; for financing land and water development, use, and con­
servation; and for other specified purposes. 75 Stat. 310 
(1961), 7 U.S.C.A. §i 1941-46 (Supp. 1961). 
2416 C.F.R. § 383.6(b)(1) (1956). 
24^75 Stat. 311 (1961), 7 U.S.C.A. §§ 1961-67 (Supp. 
1961). 
24^63 Stat. 1055 (1949), 7 U.S.C. § 1427 (1958). For pur­
poses of eligibility for assistance, the county cooamittee dis­
regards the corporate entity if .the corporation is 75% or more 
owned by an individual and those related to him by blood or 
marriage, and treats the applicant corporation as a partner­
ship comprised of the applying individual and his relations. 
6 C.F.R. § 475.155(d)(4) (Supp. 1961). 
24^67 Stat. 232 (1953), as amended, 72 Stat. 384, 689 
(1958), 15 U.S.C. 11 631-96 (1958). 
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corporations.The Small Business Administration i s  not 
authorized to make agricultural loans. However, a farm 
corporation may be eligible for an SBA loan if the corpora­
tion engages in a nonfarm business activity accounting for 
more than fifty per cent of the corporation's income. 
Small Business Administration disaster loans are expressly 
made unavailable to farmers and stockmen, 
The quantitative change in availability of debt capital 
by incorporation alone (assuming a given amount of equity 
9 AO 
funds) has received attention in the literature although 
no objective factual data have been published to dispute or 
support the hypothesis of no change in credit availability 
upon incorporation. The effect of the corporate form it­
self on credit availability arguably is not great. However, 
it would seem that the corporation offers convenient means 
whereby its debtor status may be affected favorably if the 
corporate form is used deliberately to take advantage of the 
24572 Stat. 396 (1958), 15 U.S.C. s 647 (1958) provides: 
"The Administration shall not duplicate the work or activity 
of any other department or agency of the Federal Government 
. . . unless such work or activity is expressly provided 
f o r  . . . .  "  
^^^Letter from Einar Johnson, Deputy Regional Director, 
SBA, to the author dated March 6, 1962. 
247i3 C.F.R. § 123.7-2(d) (1959). 
OA Q 
See Krausz & Mann, Corporations in the Fapn Business 
8 (University of Illinois Extension. Service Circular No. 79?, 
1958): Note, Incorporating the Farm Business, 43 Minn. L. Rev. 
305, i20-22*(i9b8>. ^ 
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factors that impinge upon exogenous capital rationing. By 
providing opportunity for continuity of operation and a more 
certain organizational posture, the corporation may appear 
to a credit extender to be a more stable borrower. If 
ownership and management succession are planned, the corpora­
tion offers less chance of business disruption on death of a 
shareholder. In the long term, incorporation may result in 
improved quality of management. Better qualified personnel 
may be attracted to a farm corporation by the possibility of 
gradually acquiring an ownership interest in the business 
by purchase of stock and the opportunities for owner-employees 
to share in employee fringe benefits. These factors, coupled 
with the more business-like nature of the corporation, may 
draw more highly qualified managerial talent. And by provid­
ing an ownership and management framework for larger scale 
operations, the corporation may permit greater specializa­
tion by managing employees, resulting in improved management 
in the long term. However, exogenous capital rationing may 
be increased by incorporation if substantial amounts of assets 
previously subject to satisfaction of firm obligations are 
not transferred to the corporation. Thus, shareholder limited 
liability may operate to reduce credit availability unless 
shareholders canmit personal assets to liability for the 
obligation. 
Formal public solicitation of debt capital is an addi-
127 
tional method of obtaining corporate funds. In general, 
however, small firms have only limited access to the public 
249 
corporate debt market. 
Endogenous capital rationing Internal or endogenous 
capital rationing is the response of decision makers to un­
certainty of e:q>ectations about future net income and the 
risk of loss of equity in the business. It is essentially 
aversion to risk and represents the decision maker's 
250 psychological discount of returns due to uncertainty. 
Investments are therefore reduced to amounts short of that 
which would be profitable if uncertainties were reduced. 
To the extent that uncertainty is a function of firm.size 
(with range of possible outcomes taken as a measure of un-
251 
certainty) expanding sole proprietorships, with the 
added risk and uncertainty of operation borne by the sole 
proprietor, may face increasing internal capital ration­
ing. Outside ownership of corporate stock may reduce en­
dogenous capital rationing since part of the risk and un­
certainty associated with the firm would be borne by non-
^^^See Cahn, Capital for Small Business: Sources and 
Methods. 24 Law & Contemp. Prob. 27, 40 (1959). 
OCf) 
See Heady, Agricultural Production and Resource Use 
550 (1952). 
Z^^Id. at 538. 
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farm holders of equity securities. 
As a firm expands in size by use of borrowed coital, 
252 the chance of loss of its own equity capital increases. 
As equity capital becomes a smaller proportion of total firm 
capital, a given percentage loss of the total capital would 
reduce the equity in a progressively greater fashion. Thus, 
the amount of borrowed capital may vary with the amount of 
equity capital. Under this principle of "increasing risk," 
a decision maker must arrive at a subjective equilibrium 
combining an acceptable level of profits and uncertainty. 
A restraint is thereby placed upon firm size, which pre­
sumably would be operative even if lenders were willing to 
reduce equity requirements. 
The corporation may ameliorate the effects of the princi­
ple of increasing risk. As hereinbefore noted, less, erosion 
of equity capital to pay nonfarm heirs, reduction of estate 
settlement costs and taxes, and potentially greater use of 
outside equity capital may enable the firm to substitute 
equity capital for debt in the process of firm expansion.. 
Moreover, the concept of limited liability along with other 
effects of the corporate form upon uncertainty of the de­
cision makers may have a favorable impact upon the principle 
252 See Kalecki, Essays in the Theory of Economic Fluctu­
ations 95-106 (1939). 
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of increasing risk. 
Life cycle of the small closely-held firm 
The duration of many farm businesses closely parallels 
the life of the "household.While this same inter-
relatedness exists in many small, closely-held businesses 
outside of the agricultural sector, it is much less of a 
problem in areas of major industrial activity where the corpo­
rate form of firm organization predominates, 
Tradtitionally, the farm firm has been "born" and also 
"died" within or coincident with the lifetime of the sole 
proprietor. Thus, newly, established farm firms have generally 
borne the responsibility of providing their own equity capital, 
augmented in some instances by a portion of the capital from 
preceding firms received through inheritance processes or 
inter vivos gift.^^^ This rise and subsidence in farm busi­
nesses have resulted in a three-stage cycle of resource combi­
nation which affects resource efficiency. Uncertainty and 
the interdependence of the firm and the household may en­
courage inefficiencies at various stages of the firm-
household life cycle. Figure 1 portrays graphically a con-
253 See generally Heady, Back & Peterson, Interdependence 
Between the Farm Business and the Farm Household with Impli­
cations on Sconoaic Efficiency (Iowa Agricultural Experiment 
Station Research Bull. 398, pp. 384-428, 1953). 
^^^See notes 164 to 222 supra and accompanying text. 
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^ee Heady, Back & Peterson, Interdependence Between the 
Farm Business and the Farm Household with Implications on 
Econaaic Efficiency 403, 411 (Iowa State College Agricultural 
Experiment Station Research Bull. 398, 1953). 
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ventional approximation of the cycle. Beginning farmers, 
operating in the early stages of the cycle, are character­
istically limited in the amount of equity capital available. 
And because of uncertainty and subjective discounts in using 
borrowed capital, plus exogenous limitations on credit, the 
total amount of capital obtainable by a beginning farmer is 
relatively low, resulting in high capital productivity. At 
the same time, the firm's labor input may be sufficient for 
a larger scale of operation than available capital will permit. 
Therefore,labor productivity may be relatively low. Gen­
erally, a gradual correction of the resource imbalance occurs 
as the firm and household move toward the midpoint of the 
cycle. Capital accumulation increases equity which, along 
with additional debt capital, tends to correct the capital 
deficiency in the optimum factor-factor relationship. The 
labor supply is frequently augmented also by members of the 
family, at least during the months of peak labor require­
ments. Near the midpoint of the cycle, resource combination 
often reaches an efficiency optimum for the firm. The final 
stage in the cycle is generally characterized by a reduction 
in labor supplied by the family as the children leave home 
in pursuit of higher education or off-farm employment, and as 
the sole proprietor reaches the stage in his personal life 
cycle of desiring to contribute less in physical labor. 
Moreover, older farmers face substantial uncertainties and 
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are often reluctant to make long-run investments or invest­
ments involving substantial risk and uncertainty. At this 
stage of the firm-household cycle, the sole proprietor's 
available equity capital may reach a peak. With additional 
labor and active, forward-looking management, the farm busi­
ness might reach new heights in production efficiency and 
output. However, without the additional labor and manage­
ment, the sole proprietor may tend to invest in enterprises 
and methods of production requiring less physical labor and 
active management. Production often declines due to the 
smaller quantities of resources used and, in some instances, 
to a less efficient combination of resources. 
One solution to the inefficiencies acconpanying the life 
cycle of resource availability and productivity would be to 
effect a merger of the first and last stages of the cycle, 
255 
or to eliminate or minimize their effects. Incorporation 
of farm firms, accompanied by adequate planning, may preserve 
the greater productivity in midcycle. Well planned inter-
generation property transfers are vital in the merger of the 
256 life cycle stages. A planned and orderly transfer of the 
farm business over time as a "going unit" to younger share­
holders permits a gradual movement of owner-employees and 
o c c 
See Heady, og,. cit. supra note 250, at 433. 
^^^See note 165 gupra and acconpanying text. 
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their capital into and out of the farm business in keeping 
with their own personal life cycle. With the corporate 
form of organization, the transfer can be accomplished with 
little or no disruption of the business itself. The ease 
with which farm corporation stock may be transferred makes 
possible the gradual transition of ownership of the farm 
business as a whole, rather than transfer of specific assets. 
Stock can pass by sale to younger shareholders as they have 
available funds, and gifts of stock can be made periodically 
to younger members of the family to take advantaige of federal 
gift tax exemptions and exclusions with resultant savings in 
257 federal estate and state inheritance and estate taxes. 
Planned intergeneration property transfers, therefore, may 
facilitate the preservation of the productive midstage of 
the family firm cycle. 
The corporation may also be helpful in attracting 
younger shareholder-employees (particularly sons) to the 
business with opportunities for ownership security by gradual 
purchase ôf shares of stock, employee benefits including re-
258 tirement plans, near-optimum resource combinations over 
time for more efficient production, and a more businesslike 
257 See note 177 supra and acccmpanying text. 
258 See generally Harl, Selected Aspects of Bmployee 
Status in Small Corporations, 13 Kan. L, Rev.~23 (1964). 
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decision-making atmosphere. 
Firm growth through acquisition and merger 
To the extent that growth of the firm has been con­
sidered expressly or by implication thus far in this chap­
ter, the growth process has been one of capital accumu­
lation and investment frcan net earnings of the firm. Not 
all firm growth, however, is consistent with that $ype of 
growth model. The widespread adoption and popularization 
of the corporate form has influenced growth processes by 
including growth by acquisition and merger. 
Economically, advantages could be obtained in some 
instances if the resources of existing farm businesses were 
grouped with canmon ownership and management for the re­
sulting farm firm. The new larger firm might be in a 
position to avail itself of economies in input purchas­
ing, production, and output marketing that are not avail­
able to smaller businesses. Although the number of farms 
259 has declined rapidly in recent years thus indicating 
that resources are in an almost constant state of reallo­
cation among firms, the reallocation apparently occurs 
on a resource by resource basis, with a low incidence of 
^^^See Chapter I, notes 23 and 24. 
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acquisition of whole farm businesses by surviving firms. 
Growth by acquisition or merger of whole firms has not 
apparently been as widespread in agriculture as it has else-
261 
where. A number of reasons may suggest why the phenomena 
of acquisition and merger are not canmon elements in the 
growth function of farm firms. Selective acquisition of dis­
solving firms' resources may be a more efficient route to 
growth. And it is generally conceded that the labor re­
source, at least, is in excess supply in agriculture, thus 
lessening the need for acquisition of entire firms. Non-
labor resources acquired may complement and utilize more 
fully the acquiring firm's existing labor supply. Farmers 
operating going farm businesses, even though the farms are 
somewhat inefficient and advantages could be gained by 
pooling resources with other farmers, apparently place a 
high positive value on decision making autonomy and in­
dependence, The transition from owner-operator status in 
260 In an Iowa study of all farm consolidations in a 
selected four-county area during the 1956 crop year, none 
of the operators of the ninety-nine absorbed units became 
associated with the absorbing farm business. After con­
solidation of farm land, twenty-three operators had accepted 
nonfarm jobs outside the state, twenty-two had accepted non-
farm employment in the state, nineteen had moved to larger 
farms, twenty had retired, and five had deceased. Hoffmann 
& Heady, Production, Incone and Resource Changes from Farm 
Consolidation 381 (Iowa Agricultural Experiment Station Re­
search Bull. 502, 1962). 
^^^See generally Penrose, The Theory of the Growth of 
the Firm ch. VIII (1959). 
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a sole proprietorship to an employee of a corporation in 
which the individual might have only minority shareholder 
rights may therefore be unlikely. This may help to explain 
why use of the corporation in agriculture has been limited 
largely to expanding farm businesses in which the owner-
operator becomes an employee but with majority shareholding 
control over the corporation. 
If growth by merger or acquisition should become eco­
nomically desirable in agriculture, the corporation is a 
well-suited vehicle for accomplishing such growth. The 
ease with which firms can be absorbed by merger or consoli­
dation through exchanges of stock, asset purchase, or whole-
firm purchase, and the convenience of acquisition through 
the use of corporate subsidiaries or ownership or manage­
ment linkage, ccramend the corporate form for use by ac­
quiring firms. The convenience of transfer of ownership 
interests, separation of ownership and management, de­
velopment of corporate control concepts, and shareholder 
limited liability make the corporation a particularly use­
ful legal device for acquiring firms. 
Income Taxation of the Firm 
Econanic analyses of the firm uniformly avoid mention 
of the effects of income taxation, even though income tax 
considerations play an important role in resource alloca­
tion, product distribution among the factors of production. 
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and choice of form of firm organization. Taxation is gen­
erally considered to be a macroeconomic concept deemed par­
ticularly relevant to discussions of fiscal and monetary 
policy. It is recognized, of course, that overall income tax 
rates must necessarily be related to macro considerations 
associated with fiscal and monetary policy as well as to the 
effect thereof upon the firm in terms of growth rates, pro­
duction optima, and other micro aspects of firm behavior. 
However, some features of the tax siystem are singularly well 
adapted to analysis primarily in conjunction with the firm. 
In particular, microeconomic analysis is warranted to the 
extent that the income tax system encourages production de­
cisions to depart from established economic criteria, such 
as factor remuneration and combination, on other than mar­
ginal productivity bases. And economic analysis of the tax 
system is justified to the extent that alternative forms of 
firm organization incur differential taxation burdens, ab­
sent a clear public policy determination to prefer specific 
forms of organization by means of relative tax burdens. 
In the paragraphs following, the general contours of 
the current income taxation scheme are traced with respect 
to the corporate form of organization under both the regu­
lar and Subchapter S methods. Appropriate comparison with 
the noncorporate income tax framework is made therein. 
Reference is also made to relevant "penalty" taxes designed 
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to induce or restrain specific types of econcmic activity in 
conjunction with the corporate form of organization. 
Regular method of taxation 
Regularly taxed corporations are taxpayers separate and 
distinct fran the shareholders. However, unlike individual 
taxpayers who pay tax on a graduated scale from fourteen 
262 per cent to seventy per cent of taxable income, a corpo­
ration has only two rates of income tax. A corporation pays 
a tax of twenty-two per cent on the first 25,000 dollars of 
taxable income and forty-eight per cent on all over that a-
263 
mount. Therefore, a substantial difference in income tax 
liability can exist at various income levels, depending upon 
whether income is taxed to an individual taxpayer or to a 
corporate taxpayer. 
With only a few relatively minor exceptions, corporate 
gross income is computed in a manner comparable to that for 
unincorporated taxpayers.Perhaps the greatest difference 
265 is in tax treatment of dividends received. An individual 
262 e 
I.R.C. S 1(a) (rates for taxable years beginning after 
December 31, 1964). 
263 Q 
I.R.C. S 11 (rates for taxable years beginning after 
December 31, 1964). 
^^^See Bittker, Federal Inccsne Taxation of Corporations 
and Shareholders 42 (1959). 
ZGSgee I.R.C. s 116(a). 
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taxpayer may exclude from gross income up to 100 dollars of 
dividends received. For corporations receiving dividends 
from a douestic corporation other than dividends on preferred 
stock of a public utility, eighty-five per cent of the divi-
267 dend amount may be deducted from gross income. Thus, a 
corporation in the twenty-two per cent tax bracket would pay 
tax on dividends received at a three and three-tenths per 
cent rate (.22 x .15). Corporations in the forty-eight per 
cent tax bracket would pay seven and two-tenths per cent tax 
on dividends received (.48 x .15). The obvious advantage in 
creating corporations to serve as investors has been curbed 
by the personal holding company tax discussed infra. To the 
extent permitted by the personal holding company tax, corpo­
rate investment in other corporations may offer substantial 
advantages if the funds may be left in the corporation and 
utilized for corporate expansion or reinvestment until corpo­
rate liquidation with taxation of gain at the time at net 
268 long-term capital gain rates. 
Withdrawals of corporate earnings as dividends incur a 
tax on the dividend amounts as ordinary income subject to 
26*1.R.C. ! g 116. 
i 243. 
2*®i.r.c. i i 331. 
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the 100 dollar annual exclusion. Therefore, corporate 
earnings distributed to the shareholders in the form of 
dividends are taxed twice, once when earned by the corpo­
ration and again when received by the shareholders. This 
treatment of compensation for capital inputs can be con­
trasted to the handling of compensation for other factors of 
production. Salaries, bonuses, and other compensation to 
the labor input are deductible by the corporation as costs 
of doing business, provided the amounts are reasonable, and 
are taxed to the recipients, generally as ordinary inccme. 
Interest and rental payments are treated in a similar fash­
ion. An incentive exists, therefore, to maximize payments 
of deductible compensation and to minimize payments as 
dividends, which may not be consistent with marginal pro­
ductivity principles. 
Corporate taxable inccme is computed similarly to tax­
able income of an unincorporated taxpayer. Analogously, a 
farm corporation is a "farmer" for most purposes including 
270 deductibility of soil and water conservation expenditures, 
271 development expenditures for natural deposits, expendi-
ZG^I.R.C. ii 116, 301. 
27O1.&.C. § 175. 
27I1.R.C. i 616. 
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272 tures for fertilizer and lime, expenditures for clearing 
273 land, and treatment of commodity credit corporation 
274 loans. Depreciation of property used in the trade or 
business and property held for the production of income is 
handled similarly for farm corporations as for individual 
275 farmer-taxpayers, with a few exceptions. The extra first 
year twenty per cent depreciation deduction on tangible per­
sonal property with a useful life of six years or more is 
limited to 2,000 dollars for corporate taxpayers, while a 
married farmer (or partner) filing jointly with his spouse 
276 
may claim up to 4,000 dollars. As hereinbefore noted, 
death of a shareholder does not cause an adjustment of tax 
basis for specific items of corporate property in a manner 
comparable to the effect upon a deceased sole proprietor's 
277 
assets. 
À corporation treats its gains and losses somewhat 
differently from the way they are reported by an unincorpo­
rated taxpayer. In reporting its own gains and losses, a 
regularly taxed corporation offsets net long-term capital 
i 180. 
273l.R.C. § 182. 
^^^I.R.C. i 77. 
^^^I.R.C. i 167. 
Z^^I.R.C. § 179. 
277 See note 222 supra and accompanying text. 
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278 gains with net short-term capital losses. Any excess 
capital loss (short-term or long-term) may be carried for-
279 
ward five years to offset capital gains in those years. 
Net long-term capital gains are taxed at a twenty-five per 
280 
cent rate. Net short-term capital gains are taxed as 
ordinary income. Long-term capital gains and tax-exempt in­
terest lose their identity when passed to shareholders as 
dividends and are taxed to them as ordinary income except 
for the limited dividend exclusion. By contrast, unincorpo­
rated taxpayers may deduct fifty per cent of the excess of 
281 
net long-term capital gains over short-term capital losses, 
with the remaining half taxed as ordinary income to the tax­
payer. The maximum tax is twenty-five per cent in the case 
282 
of unincorporated taxpayers. Moreover, individual taxpayers 
may use excess capital losses not only to offset capital 
gains, but also up to 1,000 dollars of ordinary inccane each 
283 year. Excess capital losses may be carried forward in-
^^^I.R.C. i 1211(a) (net long-term capital gains are ex­
cess of long-term capital gains over long-term capital 
losses). I.R.C. 1 1222(7). 
279l.R.C. i 1212(a). 
ZSOl.R.C. § 1201(a)(2). 
ZGli.R.c. § 1202. 
^^^I.R.C. i 1201(b). 
^^^I.R.C. i 1211(b). 
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definitely to offset capital gains and up to 1,000 dollars 
284 
of ordinary income in each year. 
Thus, for many taxpayers, long-term capital gains, 
capital losses, and ordinary income receive less advantageous 
treatment in the hands of a corporation than they would in 
the hands of an individual taxpayer. These differences in 
tax treatment contributed to enactment in 1958 of Subchap-
285 ter S of the Internal Revenue Code discussed in the fol­
lowing paragraphs. 
Subchapter S^ method of taxation 
In 1958, the Congress enacted a tax law ostensibly to 
permit small businesses "to select the form of business 
organization desired, without the necessity of taking into 
286 
account major differences in tax consequences." The 
legislation introduced a new concept into corporate tax 
law: The option of a corporation not being a taxpayer. 
Corporate firms qualifying to be taxed pursuant to the pro­
visions of the 1958 act are variously termed "pseudo corpo­
rations," "tax option corporations," "conduit corporations," 
and "Subchapter S corporations." In this work, the latter 
^^^I.R.C. § 1212(b). 
^®^I.R.C. §i 1371-1377. 
ZG^S. Rep. No. 1983, 85th Cong., 2d Sess. 87 (1958). 
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287 term is used. Subchapter S election removes many of the 
tax disadvantages of incorporation for some small, closely-
held businesses. Subchapter S corporations retain the usual 
corporate attributes such as limited liability and are corpo­
rations for every purpose except income taxation. 
Even though not a taxpayer, a Subchapter S corporation 
288 
computes corporate taxable incmne. Instead of paying a 
tax on the computed taxable incane, a Subchapter S corpo­
ration passes on to shareholders for income tax purposes 
289 their pro rata share of corporate operating losses, 
290 long-term capital gains, and "undistributed taxable in-
291 
come in the year in which it was earned. Money distrib­
uted during the taxable year as dividends out of current 
earnings and profits is deducted from taxable income to give 
"undistributed taxable income!' The distribution of undistrib­
uted taxable income may be an accounting transaction rather 
287 The label is derived from the subchapter of the In­
ternal Revenue Code containing the applicable statutory pro­
visions. 
288 Taxable income is ccsnputed basically in the same way 
for Subchapter S corporations as for regularly taxed corpo-
fations. Adjustments are then made by adding to taxable in­
come any net operating loss deduction, the 85% deduction for 
dividends received from other corporations, the deduction for 
tax-exempt interest received, and the deduction for dividends 
received from public utilities. I.R.C. § 1373(d). 
289i.R.c. i 1374. 
ZSOl.R.C. § 1375(a). 
29I1.R.C. i 1373. 
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than an actual distribution if it is desired for part or all 
of the income taxed to the shareholders to remain in the 
corporation. 
A shareholder in a Subchapter S corporation is prin­
cipally affected by the tax treatment to him of corporate 
gains, and losses. More particularly, shareholders are con­
cerned about gains passing to them in the form of employee 
ccxnpensation, declared dividends, undistributed taxable in-
cone, capital gains, and operating losses. Employed share­
holders include salaries and other conpensation in their 
gross income in the same manner as though the Subchapter S 
election had not been made. And each shareholder includes 
in his gross income, in the year received, all dividends 
distributed out of corporate earnings. Unlike dividend 
distributions in regularly taxed corporations. Subchapter S 
dividend distributions are not entitled to the retirement in-
292 
come credit or the partial dividend exclusion. And Sub­
chapter S corporation dividend distributions are not con­
sidered self-employment inccme to the shareholders for 
293 
social security purposes. Each shareholder, on the last 
^^^I.R.C. § 1375(b). Distributions of the excess of 
current earnings and profits over taxable income are eligible 
for regular dividend treatment. See I.R.C. S§ 37, 116. 
^^\ev. Rul. 221, 1959-1 Cum. Bull. 225. 
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day of the corporation's taxable year, includes in his gross 
income his pro rata share of the corporation's undistributed 
taxable inccme for that year.^^^ Undistributed taxable in­
come, upon which tax is paid by the shareholders, increases 
29 5 
the basis of stock held by the shareholders. Tax-free dis­
tributions of previously taxed inccme reduce the basis of 
296 
stock. A shareholder's right to previously taxed income 
297 is not transferable with the stock. Upon the death of a 
shareholder in a Subchapter S corporation, no part of the un­
distributed taxable income for the year is included in his 
final income tax return. On the last day of the corporation's 
tax year, the undistributed taxable income is taxed to whom-
298 
ever holds the stock at that time. 
If a Subchapter S corporation has an excess of net long-
term capital gains over net short-term capital losses, the 
excess is passed on the shareholders as a long-term capital 
299 gain. The capital gains pass-through is divided among all 
^^^I.R.C. i 1373(b). 
^^^I.R.C. § 1376(a). 
i 1375(d)(1). Dividends in kind are not con­
sidered to be tax-free dsitributions. Treas. Reg. i 1.1375-
4(b) (1959). 
^^^Treas. Reg. i 1.1375-4(e) (1959). 
298prgdeath undistributed taxable inccsne is not income in 
respect of decedent. See I.R.C. s 691. 
299l.R.C. § 1375(a). 
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persons who were shareholders during the corporate taxable 
year. The formula is based upon the amount of earnings and 
profits taxable to each shareholder.Net capital losses 
of a Subchapter S corporation do not pass through to share-
301 holders, however. Presumably, capital losses may be 
carried forward for five years at the corporate level to 
302 
offset capital gains in those years. This method of 
handling capital losses does not, however, extend to losses 
on "section 1231 assets" -- depreciable property and pro­
perty used in the trade or business and held for more than 
six months (twelve months in the case of livestock). Losses 
on section 1231 assets are treated as ordinary losses to the 
shareholders and therefore offset ordinary income. Net gains 
on section 1231 property pass to shareholders as long-term 
capital gains. 
303 Operating losses of a Subchapter S corporation are 
SOOl.R.C. & 1375(a)(2). Treas. Reg. i 1.1375-l(b) 
(1959). In Subchapter S corporations, long-term capital 
gains may not exceed corporate net income, so ordinary losses 
of the corporation may in effect offset long-term capital 
gains. See I.R.C. I 1375(a)(1). 
301 See Caplin, Subchapter S vs. Partnership : A Proposed 
Legislative Progr^. 46 Va. L. Eev. 61, 65 (1960) ; Wright, 
Utilization of Subchapter S and Section 1244 Stock, 12 W. Res. 
L. Rev. 225,T3Z (1961). 
302see I.R.C. § 1212(a). 
303 The term "operating loss" means gross income minus the 
deductions allowed the corporation in computing net. income. 
I.R.C. § 172(c); Treas. Reg. f 1.1374-l(b)(l) (1959). 
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deductible by the shareholders as attributable to a trade 
or business carried on by the shareholders,^®^ The amount 
of a corporation's operating loss which is passed on to a 
shareholder depends upon the number of days during the year 
that stock in the corporation was owned by that shareholder. 
Operating losses taken as a deduction by a shareholder re-
305 duce the basis of stock held by him. 
Income splitting among members of a family may decrease 
the total income tax bill in many closely-held corporations. 
Firm income can be divided among family members to take ad­
vantage of lower tax rates of younger members of the family. 
IncOTie splitting can be accomplished by transfer of shares 
of corporate stock, since stock is the vehicle by which 
corporate earnings are distributed to shareholders. Even 
transfers on the last day of a Subchapter S corporation's 
taxable year make the transferee the shareholder for purposes 
of including his pro rata share of the year's undistributed 
306 taxable income in his gross income. However, transactions 
between members of a family will be closely scrutinized. The 
SO^i.R.C. i 1374(d)(1). 
^®^I.R.C. 1 1376(b)(1), If stock basis is reduced to 
zero, additional losses reduce the basis of indebtedness of 
the corporation to the shareholder. I.R.C, s 1376(b)(2). 
SO^Iteas. Reg. 1 1.1373-l(a)(2) (1959). 
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Internal Revenue Service may reallocate dividends (both 
actual and undistributed) among members of a shareholder's 
family if necessary to reflect the value of resource inputs 
307 to the corporation. 
Corporations electing to be taxed under Subchapter S 
of the Internal Revenue Code must meet certain specific re­
quirements, including the requirement that it be a "small 
business corporation." The small business corporation re­
quirement specifies that an electing corporation must be 
a domestic corporation created or organized under laws of 
308 the United States, any state, or territory. It may have 
no more than ten shareholders who must all be individuals or 
309 
estates and no shareholder may be a nonresident alien. 
Stock held by trusts (even voting trusts), partnerships, or 
310 
corporations makes the corporation ineligible to elect. 
However, the beneficial owner of stock held by a custodian, 
nominee, agent, or guardian is treated as the owner and Sub-
311 
chapter S election is not affected. Except for husband 
and wife ownership, stock held jointly (tenancy in common or 
SO^I.R.C. § 1375(c). 
3O81.R.C. i 1371(a); Treas. Reg. i 1.1371-l(b) (1959). 
30*1.R.C. §§ 1371(a)(l)-(3). 
Sl^Treas. Reg. § 1.1371-l(d)(1), (e) (1959). 
Sl^Treas. Reg. i 1.1371-l(d)(l) (1959). 
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joint tenancy) is considered to be held by each tenant for 
312 the purpose of determining the total number of shareholders. 
Stock held jointly or as community property by a husband and 
wife is treated as owned by only one shareholder for purposes 
313 
of determining the number of shareholders. 
An electing corporation may have only one class of stock 
issued and outstanding.Outstanding shares must carry 
identical rights and interests in control, profits, and assets 
of the corporation. But classification of shares for the 
purpose of permitting the holders of certain shares to elect 
directors in proportion to shares held does not destroy 
eligibility. And additional classes of stock that are 
authorized but unissued or held as treasury stock do not 
preclude eligibility. The one-class-of-stock requirement 
extends beyond a mere classification of security as a stock, 
however. Debt obligations that closely resemble equity se-
315 
curities may be held to constitute a second class of stock. 
A corporation's Subchapter S election may be terminated 
(1) by unanimous consent of the shareholders, or (2) by fail­
ing to meet the requirements of a small business corporation. 
The election also terminates if more than eighty per cent of 
SlZfreas. Reg. i 1.1371-l(d)(l) (1959). 
i 1371(c). 
i 1371(a)(4). 
SlSfreas. Reg. § 1.1371-l(g) (1959). 
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corporate gross income is derived from sources outside the 
316 
United States or if more than twenty per cent of the 
corporation's gross receipts is derived from royalties, 
rents, dividends, interest, annuities, and sales or exchanges 
317 
of stock or securities. Thus, Subchapter S corporations 
serving as investors or incorporated landlords may lose their 
election. The "rent" item is of particular concern to farm 
corporations owning land and leasing it to tenants. The 
Treasury has indicated that income of a farm corporation 
owning and leasing farm land to a tenant is not considered 
rental income if the land-owning corporation, through an 
officer or agent, participates to a material degree in the 
production of income through physical work, management de-
318 
cisions, or both. 
The net effect of Subchapter S election is largely to 
substitute the noncorporate income tax framework for the 
usual corporate tax treatment of ordinary income, capital 
gains, and losses. For some small, closely-held corporations. 
Subchapter S can be considered as an advantageous alternative 
31*I.R.C. § 1372(e)(4). 
Sl^l.&.C. i 1372(e)(5). 
^^^ev. Rul. 112, 1961-1 Cum. Bull. 399. The Internal 
Revenue Service is apparently borrowing the "material partici­
pation" test fran social security qualification. See general 
discussion on participation requirements in 0'Byrne, Farm 
Income Tax Manual § 917 (rev. ed. 1964). 
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in that the major corporate disadvantages are, for them, 
obviated. For others, the income tax treatment afforded 
by the regular method of taxation is more favorable for the 
firm and the shareholders. In still other corporations, the 
advantages of Subchapter S or regular taxation may differ 
among shareholders of the same corporation because of dif­
ferent individual income tax rates. The relative magnitude of 
corporate capital gains income compared to ordinary income is 
an additional factor impinging upon the decision as to the 
method of taxation. 
Accumulated earnings tax 
The corporate framework and the federal inccme tax struc­
ture COTttbine to provide inducement under specific fact situa­
tions for corporate firms to minimize dividend declarations. 
This may be prompted by the double tax on dividend income, by 
a corporate income tax rate lower than the marginal rates of 
the shareholders, or by nontax business objectives requiring 
the accumulation of earnings and profits within the corpo­
ration. In any event, corporate accumulations take place 
with the realization that ultimately distribution to share­
holders can be made with taxation at capital gain rates. 
This feature accentuates the attractiveness of accumulating 
earnings and profits in the corporation rather than making 
regular dividend distributions. 
In order to provide incentive for corporations to distri-
152 
bute as dividends the earnings and profits not needed for 
business expansion purposes, the Congress has enacted an 
"accumulated earnings tax" imposed as an additional income 
tax on corporations "formed or availed of" for the purpose 
of avoiding inccme tax by delaying dividend distributions 
319 to shareholders. It is notable that one economic effect 
of the tax, to provide current compensation to corporate 
capital, takes place because of interference of the legal 
framework with factor compensation on marginal productivity 
bases in the first instance. Although the accumulated earn­
ings tax is not designed to insure capital compensation in 
accordance with its marginal value productivity, it is in­
escapable that the tax encourages compensation at rates closer 
to marginal value productivities than would exist without the 
additional tax burden. 
The accumulated earnings tax is levied on "accumulated 
taxable inccme" at a rate of twenty-seven and one-half per 
cent of the first 100,000 dollars and thirty-eight and one-
half per cent of accumulated taxable income above 100,000 
320 dollars. Accumulated taxable income is corporate tax­
able income for the year in question with certain adjust-
^^^See I.R.C. §1 531-37. The tax does not apply to per­
sonal holding companies or corporations exempt from tax, 
I.R.C. is 53Z(a)-tb). And the tax is not applicable to corpo­
rations .taxed under Subchapter S of the Internal Revenue Code, 
I.R.C, i 1372(b)(1). 
^^^I.R.C. § 531. 
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321 322 
ments. Federal income tax accrued during the year, 
323 
charitable contributions (without limit), and dividends 
paid plus "consent" dividends are deducted from corporate 
324 taxable income. Neither capital loss carryovers nor 
325 
operating loss deductions are allowed. Any excess of net 
long-term capital gains over net short-term capital losses 
may be deducted to the extent of the excess gain minus the 
326 tax paid on it. Net capital losses may be allowed with-
327 
out limit. Dividends received deductions and deductions 
328 for tax exempt interest are not permitted. These adjust­
ments produce an amount that is supposedly more indicative 
than corporate taxable income of the corporation's dividend 
paying capacity. 
The final step in computing accumulated taxable income 
is the application of the accumulated earnings credit to the 
adjusted taxable income. This credit permits a corporation 
to accumulate 100,000 dollars of undistributed earnings free 
32I1.R.C. S 535(a). 
322i.R.c. § 535(b)(1). 
323l.R.C. i i  535(b)(2), 170(b)(2). 
324i.R.C. Si 535(a), 561, 565. 
325i.R.c. Si 335(b)(4), (7). 
32*I.R.C. § 535(b)(6). 
327l.R.C. 1 535(b)(5). 
32G1.R.C. I 535(b)(3). 
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329 
of the accumulated earnings tax. The 100,000 dollar cre­
dit is an overall allowance for a corporation's entire life. 
The amount of the credit available for use in a particular 
year is the unused credit computed to reflect accumulations 
in prior years. In addition, all corporations except "mere 
holding or investment" companies may retain amounts in ex­
cess of the 100,000 dollar lifetime credit if the earnings 
and profits retained in the taxable year are for the "rea-
330 
sonable needs of the business." Funds accumulated for 
business expansion or equipment replacement are generally 
331 
within reasonable business needs. The term also includes 
funds accumulated for acquisition of a business by stock or 
332 333 
asset purchase, retirement of bona fide indebtedness, 
and reasonable retention of earnings for working capital. 
Loans or investments necessary to maintain the corporate 
335 business and accumulations for the purchase of stock of 
329l.R.c. i 535(c)(2). 
33O1.R.C. i 535(c)(1). 
, Breitfeller Sales, Inc., 28 T.C. 1164 (1957), 
acq., 1978-1 Cum. Bull. 4; Treas. Reg. 1 1.537-2(b)(l)(1959). 
^^^Treas. Reg. i 1.537-2(b)(2)(1959). 
^^^See Lion Clothing Co., 8 T.C. 1181 (1947), acq., 
1947-2 Cum. Bull. 3. Treas. Reg. 1 1.537-2(b)(3)(l93F). 
^^^Treas. Reg. § 1.537-2(b)(4)(1959). 
SSSfreas. Reg. 1 1.537-2(b)(5)(1959). 
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O O ^  
dissenting minority shareholders are generally within the 
scope of reasonable needs of the business. However, accumu­
lations may be beyond the reasonable needs of the business 
if they are for loans to or expenditures for the benefit of 
337 
shareholders, or loans or equity investments having no 
338 
reasonable relationship to conduct of the business. Ac­
cumulations for unrealistic hazards or for loans to another 
corporation under common control but with a different business 
than that of the taxpayer corporation may likewise be un-
339 
reasonable. 
Personal holding company tax 
The federal incane tax structure, providing substantially 
different tax treatment for income received by individuals and 
corporations, upon occasion encourages selection of organiza-
See, e.g.. Mountain States Steel Foundries, Inc. v. 
Cmnmissioner, 284 F.2d 737 (4th Cir. 1960); Gazette Pub. Co. 
V. Self, 103 F. Supp. 779 (È.D. Ark. 1952). But see Pelton 
Steel Casting Co. v. Commissioner, 251 F.2d 278 (7th Cir. 
1958) (use of accumulated funds to buy out majority share­
holders ' interests was not for valid business purpose but to 
preserve corporation as an entity). 
^^^See Helvering v. National Grocery Co., 304 U.S. 282 
(1938); Treas. Reg. I 1.537-2(c)(l)(1959). 
^^^err-Cochran, Inc., 30 T.C, 69 (1958), acq., 1959-1 
Cum. Bull. 4 (loans). See Helvering v. National Grocery Co., 
304 U.S. 282 (1938) (equity investments). Treas. Reg. S 
1.537-2(c)(2), (4)(1959). 
SS^Tteas. Reg. § 1.537-2(c)(3), (5)(1959). 
156 
tional form on tax bases. Taxpayers' ingenuity in minimiz­
ing income tax liability through institutional means has led 
inevitably to amendment of the statutory scheme to lessen 
or remove the advantages uncovered by taxpayers in their 
serendipitous search for tax relief. 
Use of the corporation as in investor has been encouraged 
by the relative differences between corporate and individual 
tax rates. Investments by a corporation incur a twenty-two 
per cent or forty-eight per cent marginal incrane tax rate^^® 
compared with an individual rate that may be considerably 
higher at the margin. Moreover, with corporate purchase of 
stock of domestic corporations, the dividend credit of eighty-
five per cent reduces the effective rate of tax to three and 
three-tenths per cent or seven and two-tenths per cent on 
investment income. The personal holding ccsnpany tax is 
designed to lessen the incentive for having a corporation, 
rather than individual taxpayers, make and hold investments. 
The personal holding company tax is imposed on the un­
distributed "personal holding company income" of corporations 
if at least sixty per cent of adjusted ordinary gross income 
comes from personal holding conpany income and if more than 
fifty per cent of the corporation's stock value is owned 
directly or indirectly by or for not more than five indivi-
1 11. 
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duals. Both requirements must be met before the personal 
holding ccmpany tax may be imposed. The personal holding 
company tax is in addition to the regular corporate incone 
tax and is imposed at the rate of seventy per cent of the un-
O A O 
distributed personal holding company income. 
Personal holding company income is largely investment 
income and includes dividends, interest, royalties, income 
from estates and trusts, personal service contracts, share-
343 holder use of corporate property, and rents. For farm 
corporations, the inclusion of rent in personal holding com­
pany income raises substantial problems if rental incone makes 
up less than fifty per cent of adjusted ordinary gross in-
3/,/, 
come. For personal holding company purposes, the Treasury 
defines rents to include compensation "for the use of, or 
right to use, property . . In a case involving corpo­
rate owned farms which were leased to renters and operated 
under the supervision of a farm management firm, the court 
34I1.R.C. § 542(a), 
342 c 
I.R.C. s 541. The tax does not apply to corporations 
taxed under Subchapter S of the Internal Revenue Code. I.R.C. 
§ 1372(b)(1). 
343l.R.c. i 543(a). 
^^^I.R.C. i 543(a)(2). Rental inccme is not deemed to be 
personal holding ccxnpany income if rentals constitute 50% or 
more of adjusted ordinary gross income and if dividends equal 
or exceed the amount by which personal holding ccmpany for the 
taxable year exceeds 10% of the ordinary gross income. 
345l.R.C. i 543(b)(3). 
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held income fron the lease arrangement was not rent and 
therefore not personal holding company income.The court 
laid down a guideline for determining what is rental income 
under similar factual situations in saying, "where the owner 
who receives a percentage of the crop takes an active part 
in the operation by reserving and exercising the right of 
detailed supervision and direction of the farm . . . the 
farmer appears to be in some category other than that of a 
tenant, and the money . . . received fEy the landowning 
corporation/ appears to be more in the nature of incane 
from their own use of the land than rent . . . 
Transferring property to a corporation 
Property transfers to a corporation at the time of in­
corporation or anytime thereafter may be occasions for 
recognition of gain for income tax purposes. Whether gain 
is recognized may be an important economic factor in decid­
ing to change the method of organization to the corporate 
form. Transfers may be divided into two categories: (1) 
those qualifying for a "tax-free" incorporation in which 
^^^ebster Corp., 25 T.C. 25 (1955), nonacq., 1956-2 Cum. 
Bull. 11, aff'd. 240 F.2d 164 (2d Cir. 1957]! In that case, 
the tenant furnished the necessary equipment and one-half the 
fertilizer, and received a percentage of crops grown. The 
corporation, as landlord, provided the land, one-half the 
fertilizer, all of the grass seed, and the services of a super­
visory agent, and received the remaining percentage of crops 
grown. 
^^^Webster Corp., supra note 346, at 61. 
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potential gain or loss on specific, assets is not recognized, 
and (2) those subject to a taxable incorporation in which 
potential gain or loss on specific assets is recognized. 
Tax-free exchange If assets to be transferred to a 
corporation have a fair market value in excess of the tax 
basis, it may be economically desirable to transfer the assets 
without any gain or loss recognized on the exchange. A sub­
stantial proportion of the assets in most farm businesses 
have a fair market value considerably in excess of tax basis. 
The effects of inflation, rapid depreciation methods, and 
general increases in asset value are responsible for creat­
ing a potential gain on sale or exchange of particular 
assets. Moreover, raised livestock normally has a tax basis 
of zero, since costs of production are deductible, except 
for animals listed in the inventory. Thus, the entire fair 
market value constitutes potential gain. For most farmers 
interested in firm incorporation, avoidance of recognition of . 
gain is considered to be imperative. 
If specified conditions are met, neither gain nor loss 
is recognized by shareholders on the exchange of assets for 
348 
stock or securities in the corporation. To qualify for 
^^^I.R.C. i 351. Tax-free exchange treatment may not be 
available if the transfer has no "business purpose." See 
Rockier, Transfer to Controlled Corporations : Considerations 
of Thinness and tfciTtiplicity, ^*9 Taxes 1078, 1083 (1961). 
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a tax-free incorporation, the transfer of assets must have 
been solely in exchange for stock or securities in the 
349 
corporation and the transferors as a group must be "in 
350 
control" of the corporation immediately after the exchange. 
The basis of property exchanged for corporate stock or se­
curities in a tax-free exchange is preserved and applied to 
351 the stock or securities received by the transferor. 
In the event that "boot" (money or other property) is 
received by the transferor of property, gain is recognized 
352 
on the exchange to the extent of the boot. The boot 
property is given a basis of fair market value. But loss is 
349 c 
I.R.C, s 351(a). Short-term notes are not included 
within the meaning of securities. See Lloyd-Smith v. Com­
missioner, 116 F.2d 642 (2d Cir, 1941), A transaction in­
volving short-term notes is considered so similar to a sale 
that gain or loss is recognized. Notes maturing in less 
than five years apparently are unable to qualify as securi­
ties. See, e.g., Neville Coke & Chemical Co., 3 T.C. 113 
(1944), aff^, 148 F.2d 599 (3d. Cir.) cert, denied. 326 
U.S. 726 (1945). Five year notes or longer may meet the 
requirements for a tax-free exchange. Camp Wolters Enter­
prises, Inc., 22 T.C. 737 (1954), aff'd. 230 F.2d 555 (5th 
Cir.), cert, denied, 352 U.S. 826 (1956). Installment sale 
contracts are not securities within the meaning of the tax-
free exchange statute. Warren H. Brown, 27 T.C. 27 (1956), 
acq., 1957-2 Cum. Bull. 4. 
O Crt 
I.R.C. s 351(a). To be "in control," the transferors 
must end up with at least 80% of the combined voting power of 
all classes of voting stock and at least 80% of the total num­
ber of shares of each of the other classes of stock. I.R.C. 
i 368(c). See Rev. Rul. 259, 1959-2 Cum. Bull. 115, 
35I1.R.C. i 358(a)(1). 
352i.R.C. §§ 351(b), 358(a)(1)(A). 
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353 
not recognized on a boot transaction. In a tax-free ex­
change, therefore, the basis of stock or securities received 
is the basis of property transferred to the corporation minus 
the fair market value of boot received plus gain recognized 
on the exchange. 
If the corporation assumes a liability of the transferor 
or accepts property subject to a liability, the amount of the 
liability is treated as "money received" by the transferor. 
This reduces the basis of stock or securities received in ex­
change by the amount of the obligation. 
In a tax-free exchange, the corporation takes over the 
transferor's basis on property transferred to the corpora­
tion, increased by the amount of gain recognized to the trans-
g c c g c z 
feror. The former basis is preserved for each asset. 
This usually amounts to the corporation taking over the trans­
feror's depreciation schedules, although the corporation may 
not use the so-called fast methods of depreciation for assets 
357 
received in an exchange. 
353i.R.c. 1 351(b)(2). 
^^^I.R.C. i 358(d). 
355i.R.c. I 362(a). 
356gee R. M. Gunn, 25 T.C. 424 (1955). 
^^^I.R.C. i 167(c)(2). 
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Taxable exchange In seme instances, it may be ad­
vantageous for individuals transferring property to a corpo­
ration to recognize gain or loss on the difference between 
the tax basis and fair market value of the transferred assets. 
358 Gain on capital assets or property used in the trade or 
359 business may be taxed to the transferor as capital gain ex­
cept for amounts attributable to depreciation taken for 
periods after 1961. And losses may be used to offset 
capital gains and up to 1,000 dollars of ordinary income in 
361 
the case of unincorporated transferors. Such recognition 
of gain or loss by the transferor gives the corporation a 
basis for the property equal to its fair market value. For 
depreciable,assets, the new basis may permit larger deduc­
tions from ordinary income for depreciation, thus resulting 
in ultimate tax savings. Furthermore, if the transfer is 
made by installment sale, the gain may be taxed to the trans-
362 feror of the property over a period of years. 
358see I.R.C. i 1221. 
359see I.R.C. 1 1231(b). 
^^^I.R.C. i 1245. The provision converting capital gain 
into ordinary income to the extent that gain represents a re­
covery of depreciation taken applies to depreciable property 
but not to livestock or buildings. Any gain in excess of a-
mounts attributable to a recovery of depreciation is still 
treated as capital gain. 
3Gli.R.c. i 1211(b). See also I.R.C. i 1212. 
3*2l.R.C. 1 1001(d). 
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However, the gains resulting from a taxable incorpora­
tion may not be taxed as capital gains if depreciable pro-
perty is transferred to a corporation and the transferor, 
spouse, minor children, and minor grandchildren together own 
more than eighty per cent of the value of outstanding stock 
in the corporation.Moreover, losses incurred in the 
transfer of property to a "controlled" corporation are not 
deductible. It has also been held that gain attributable 
to growing crops on land conveyed to a corporation in a tax­
able exchange is taxable as ordinary income and not as long-
Q < ^  
term capital gain. It can be concluded that the usual 
advantages of a taxable incorporation are not usually avail­
able to family-held corporations. 
A taxable exchange can be effected by ordinary sale, 
transfer of property in exchange for short term notes or 
367 installment sale contracts, or transfer in which the 
The term "depreciable property" includes leasehold in­
terests in farm land. Tom F. Baker III, 38 T.C. 9 (1962). 
3*4l.R.C. § 1239. See Rev. Rul. 302, 1960-2 Cum. Bull. 
223. 
^^^I.R.C. § 267. The disallowance of loss deductions ex­
tends to transfers between an individual and a corporation in 
which he owns, directly or indirectly, more than 50% in value 
of the outstanding stock. 
^^^John F. Nutt, 39 T.C. 231 (1962). 
^^^Warren H. Brown, 27 T.C. 27 (1956), acq., 1957-2 Cum. 
Bull. 4. But see Aqualane Shores, Inc. v. Commissioner, 269 
F.2d 116 (3tE Cir. 1957). 
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transferors were not "in control" of the corporation after 
368 the exchange. 
Statutory Restraints on Incorporation 
The choice of organizational form is often affected and 
occasionally dictated by legal considerations whose justifi­
cation is largely historic or political, not necessarily eco-
ncxnic. To the extent that current public policy is served 
thereby, the rationalization may be sufficient. If public 
policy once served has ceased to be of consequential sig­
nificance, inquiry may reveal that change is needed in order 
to serve better society's objective function. In any event, 
the economic costs of such requirements are relevant data to 
decision makers who must derive public policy and devise 
appropriate means for expeditious accomplishment of public 
policy ends. Economic costs are also relevant data to de­
cision makers selecting a form of business organization from 
among the various alternatives. 
A substantial part of the formality of the corporate form 
of doing business is based upon statutory requirements de­
signed primarily for large, publicly-held corporations. In 
most jurisdictions, the same corporate law governs the large 
corporation and the small, closely-held firm. 
^^®See note 350 supra. 
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State laws affecting fana incorporation 
Nearly every state permits incorporation of businesses 
for any lawful purpose not expressly prohibited. And ex-
370 press prohibitions are relatively few. However, seme 
states by statute or constitutional means prohibit or restrict 
the incorporation of farm businesses or their operation as a 
corporation. Statutory and constitutional provisions limit­
ing or denying the right of corporations to hold farm land 
and ope.rate farm businesses have been enacted for various 
reported reasons. The genesis of a number of provisions is 
traceable to the depression of the 1930's. In some areas, 
foreclosure of relatively large numbers of farm real estate 
obligations by corporate lenders created widespread appre-
371 hension of corporate ownership of farm land. In other 
instances, the enactment of statutes reflected the prevalent 
distrust of corporations and the policy of preventing land 
from being controlled by corporations for long periods of 
079 
time. Fear of an eventual monopoly in agricultural lands 
^^^See, e.^., Wis. Stat. Ann. § 180.03 (1957). 
^^^For example, it is uniformly held that corporations 
cannot practice law. 
^^^See McElroy, North Dakota's Anti-Corpora^ Farming Act, 
36 N.D.L. Rev. 96 (1960). 
^^^Ccmpare John Hancock Mut. Life Ins. Co. v. Ford Motor 
Co., 322 Mich. 209, 223, 33 N.W.2d 763, 766 (1948) (dictum). 
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also prompted legislation restricting farm incorporation. 
In at least one instance, the spectacular rise (and subse­
quent fall) of a largewidely-held farm corporation contrib­
uted to the enactment of a statute prohibiting certain types 
of farm corporations. 
Kansas Corporate farming for profit is prohibited 
in Kansas if the corporation raises certain crops or engages 
in dairy farming. By statutory enactment, corporations can­
not be formed in the state, nor can foreign corporations re­
ceive permission to engage in the business of "producing, 
planting, raising, harvesting, or gathering wheat, corn, 
barley, oats, rye or potatoes, or the milking of cows for 
375 dairy purposes." 
The statute does not prohibit the production of hogs, 
beef cattle, sheep, chickens, or any livestock other than 
^70 
See Middleton v. Georgetown Mercantile Co., 117 Miss. 
134, 141, 77 So. 956, 957 (1918)(dictum). 
^^^See State ex rel. Boynton v. Wheat Farming Co., 137 
Kan. 697, 22 P.2d T?9TTl933); Kan. Gen. Stat. Ann. § 17-202a 
(1949). The Boynton case concerned the Wheat Farming Co., 
formed in Kansas in 1927 primarily to raise wheat. The corpo­
ration expanded from 5,000 acres of land owned in 1927 to 
65,000 acres in 1931. However, price and yf "'d adversity over­
took the corporation in the early 1930's, culminating in a 
dissolution of the corporation and a liquidation of assets. 
Although preferred shareholders received 66.25% of their in­
vestment in liquidation, the 1,100 holders of common stock re­
ceived nothing. 
^^^Kan. Gen. Stat. Ann. 11 17-202a, 2701 (1949). 
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dairy. However, the production of grain to feed such live­
stock might constitute a violation of the statute.A firm 
cannot avoid the statute by incorporating for a permitted 
purpose if the business in fact encompasses a forbidden pur­
pose. 
Recent attempts to amend or repeal the Kansas Statute 
prohibiting specific types of farm corporations have been un-
377 
successful. 
North Dakota All corporations, whether foreign or 
378 domestic, are prohibited from farming in North Dakota. 
However, a non farming corporation may own such real estate 
as is reasonably necessary for carrying on the business or 
379 
activity for which the corporation was formed. Corpo­
rations owning land not reasonably necessary for the conduct 
of their business are given ten years after acquisition to 
^^^See Comment, Farm Business Units in Kansas. 7 Kan. L. 
Rev. 348, 349 (1959). 
377 See French, Bortfeld, Pine & Logan, What About Incorpo­
rating Farms in Kansas? (Kansas State University Agricultural 
Experiment Station Circular 376, 1960). 
^^^.D. Cent. Code i 10-06-01 (1960). The statute was 
held constitutional in Asbury Hospital v. Cass County, 73 N.D. 
469, 16 N.W.2d 523 (1944), aff'd. 326 U.S. 207 (1945). 
^^^See N.D. Cent. Code § 10-06-02 (1960); Loy v. Kessler, 
76 N.D. 738, 760-61, 39 N.W.2d 260, 272 (1949)(dictum). 
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dispose of the land.^^® 
North Dakota permits the formation of farming coopera-
381 tives by five or more adults if seventy-five per cent or 
more of the members are actual farmers residing on farms or 
depending principally on farming for their livelihood. 
As in Kansas, attempts to amend or repeal the North 
383 Dakota statute, have been unsuccessful. 
Oklahoma Unlike the Kansas and North Dakota restric­
tions on farm corporations, which are statutory and thus sub­
ject to amendment or repeal at any legislative session, Okla­
homa restricts corporate ownership of rural real estate by 
constitutional means. The Oklahoma constitution provides 
that 
"no corporation shall be created or licensed in this 
State for the purposes of buying, acquiring, trad­
ing or dealing in real estate other than real estate 
located in incorporated cities and towns . . . nor 
shall any corporation doing business in this State 
buy, acquire, trade, or deal in real estate for 
any purpose except such as may be located in such 
cities and towns . . . and further except such as 
shall be necessary and proper for carrying on the 
business for which it was chartered or licensed 
. . . ."384 
N.D. Cent. Code 1 10-06-03 (1960). If the corporation 
does not dispose of the land within that time, it escheats to 
the county and is sold at public auction with the proceeds, 
after expenses, going to the corporation. N.D. Cent. Code 
§ 10-06-06 (I960). 
381N.D. Cent. Code i 10-15-04 (1960). 
^^^.D. Cent. Code § 10-06-04 (1960). 
^^^See McElroy, supra note 371, at 102-03. 
^^^Okla. Const, art. XXII, 1 2. See Okla. Stat. tit. 
18, § 1.20 (1961). 
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The Oklahoma constitution does not expressly prohibit 
farm corporations, and it would seem that farm corporations 
could operate farm land in the state if the necessary land 
were leased to the corporation. However, it is a misde­
meanor for any person to take or hold real estate for the 
use or benefit of a corporation with the intent of evading 
385 the statutory provisions. It is arguable that the Okla­
homa constitution does not prohibit ownership of land by 
farm corporations since such land ownership would presumably 
be "necessary and proper for carrying on the business for 
which it was chartered or licensed . . . ." Despite this, 
the legality of land ownership by farm corporations in Okla­
homa is still an open question. The Oklahoma Supreme Court 
has said, "it is manifest from the quoted debates that there 
was a determination JJja the enactment of the constitutional 
provision/ to prevent corporate ownership of farm lands be­
cause it was deemed inimical to home ownership and to promote 
386 
tenancy in the farming class." One ccsnmentator familiar 
with Oklahoma law has stated, "it . . . appears that there is 
a solid body of legal precedent and authoritative opinion 
supporting the ownership of agricultural lands by corporations 
^^^Okiâ. Stat. tit. 18, § 1.21 (1961). 
^^^Texas Co. V. State ex rel. Coryell, 198 Okla. 565, 
570, 180 P.2d 631, 636-37 (I^TTTdictum). 
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and the utilization of such lands for that purpose in 
Oklahoma."387 
Violation of the Oklahoma constitutional provision on 
land ownership by corporations results in an annual penalty 
of one per cent of the assessed value of the real estate for 
the first year with the penalty increasing to six per cent 
OQO 
for the sixth year and each year thereafter. 
States restricting farm corporations In addition to 
the states that prohibit farm incorporation under specified 
circumstances, several jurisdictions place restrictions of 
389 
various types on farm corporations, 
Minnesota The state of Minnesota, by statute, 
specifies that corporations organized for and engaged in 
farming operations shall not acquire more than 5,000 acres 
of land,Although the acreage restriction quite clearly 
applies to land owned by a corporation, a substantial question 
3®^Strasner, Agricultural Corporations in Oklahcwia, 16 
Okla, L. Rev. 161,165 (1963). 
3®®0kla. Stat. tit. 18, § 1.23 (1951). 
3 T h e  r e s t r a i n t  i m p o s e d  b y  t h e  s t a t e  o f  M i s s i s s i p p i  
that corporations could not hold and cultivate for agricultural 
purposes more than 12,500 acres of land in any one year was re­
pealed in 1962. Miss. Laws 1962, ch. 235, 1 149. 
3^®Minn. Stat. Ann. 1 500.22 (1957). Non-American corpo­
rations cannot acquire lands or any interest in lands ex­
ceeding 90,000 square feet, except land acquired by devise, 
inheritance, land held as security for indebtedness, or dis­
tributions to shareholders upon dissolution. Minn. Laws 
1959, ch. 495. 
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exists whether "acquire" includes land held under a long-
term lease. 
The penalty for violation of the statutory limit on 
corporate acquisition of land in Minnesota is forfeiture 
391 
of the excess land to the state. 
Texas %e state of Texas places restrictions on 
the incorporation of some combinations of farm and nonfarm 
businesses. Neither domestic corporations nor foreign corpo­
rations qualifying to do business in Texas may function under 
the Texas corporation act if the corporate purposes authorize 
the corporation to engage in the business of raising cattle 
and owning land for that purpose, and also the business of 
operating stockyards and of slaughtering, canning, curing, 
392 
or packing meat. Any combination of these two businesses 
is prohibited. However, the statute does not prohibit a 
packer or stockyards operator from owning and operating feed 
lots and feeding cattle. 
West Virginia The state of West Virginia re­
quires foreign and domestic corporations to report the number 
of acres of land to be held in the state by the corporation. 
Corporate landholdings of over 10,000 acres are subject to a 
393 
one-time special tax of five cents per acre. 
^^Hlinn. Stat. § 500.22(5) (1957). 
^^^Tex. Bus. Corp. Act art. 2.01(B)(3) (1956). 
^^^W. Va. Code Ann. i 930 (1955). 
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Other limitations Several states place broad, 
general constitutional or statutory limitations on corporate 
394 
ownership of real estate. Many of these restrictions on 
the power of corporations to hold real estate may be traced 
to the old English mortmain statutes which were enacted to 
repress the influence of ecclesiastical corporations that had 
395 
monopolized considerable English land. The Kentucky pro­
vision is typical in providing that 
"no corporation shall engage in business other than 
that expressly authorized by its charter, or the law 
under ^ ich it may have been or hereafter may be or­
ganized, nor shall it hold any real estate, except 
such as may be proper and necessary for carrying on 
its legitimate business, for a longer geriod than 
five years, under penalty of escheat."3°° 
Ostensibly, the purpose of the Kentucky provision was "to 
prevent railroads or other corporations from buying up large 
and valuable tracts of land, not for any use connected with 
their businesses, but for speculative purposes, or for the 
purpose of removing the minerals or timber on such lands 
397 from the market, for the time being at least." Trans­
actions in violation of such provisions have generally not 
, Ky. Const. § 192; Ky., Rev. Stat, i 271.145(1) 
(1958). 
^^^See Ccamnent, 47 Mich. L. Rev. 970, 971 (1949). 
^^^Ky. Const, i 192. 
^^^Commonwealth v. Mengel Box Co., 152 Ky. 287, 291, 
153 S.W. 771, 772 (1913). 
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been treated as void, but as governed by the ccsnmon law rules 
398 Qog 
pertaining to ultra vires acts. 
With the subsidence of early distrust of the corporate 
form and acceptance of the corporation as a commonplace and 
convenient alternative business organizational device, the 
way has been opened for a narrow construction of these cons­
titutional and statutory limitations It would seem that 
a farm corporation could own and hold real estate necessary 
to carry on its farming business in states with such restric­
tions . 
Corporate organizational requirements 
As a more formal organizational form than the partner­
ship or sole proprietorship, the formation of a corporation 
is accompanied by well-defined organizational requirements. 
Although the requirements are not generally so burdensome 
as to preclude use of the corporation, a cost may be at­
tached thereto and in a few cases the right to incorporate 
may be effectively denied because of the requirements. 
^^^Itra-vires acts are those acts which are beyond the 
power of a corporation to transact. 
See Ham, Ultra Vires Contracts under Modern Corporate 
Legislation. 46 Ky7TrrjT^Z13',~72T~(T978yi 
^®®See, e.g., John Hancock Mut. Life Ins. Co. v. Ford 
Motor Co., 327 Mich. 209, 33 N.W.2d 763 (1948); Comment,47 
Mich. L. Rev. 970, 971-72 (1949). 
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Most states require a minimum of three incorporators. 
However, only one is required by a few jurisdictions and two 
are sufficient in some states.Sven in those states re­
quiring more than one incorporator, one-man businesses are 
frequently incorporated with "dtmmies"^^^ serving as the 
additional incorporators. Generally, incorporators must be 
adults and have the capacity to contract. In some states, 
incorporators must be "fully emancipated.Sane states 
place further restrictions upon incorporators in requiring 
that they be citizens or residents of the state, natural 
persons, or that the incorporators be subscribers of shares 
in the corporation.The Model Business Corporation Act 
permits three or more natural persons of the age of twenty-
405 
one years or more to act as incorporators. 
The incorporation process includes the drafting and fil­
ing of articles of incorporation for the firm. The articles 
^O^See 2 M.B.C.A. Ann. § 47, S 2 ,  
'^^^"Dummy" incorporators are also referred to as "straw-
men" or "accommodation" incorporators possessing only qualify­
ing shares of stock and are often employees of the corpora^ 
tion's attorney or of one of the corporation service companies. 
^O^La. Rev. Stat. 1 12:2 (1950). 
2 M.B.C.A. Ann. § 47, t2. 
405ibid. 
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state the corporate name,^®^ purposes and powers, term of 
existence, essential details of authorized corporate stock, 
and provisions for membership on the board of directors. The 
articles of incorporation may also include additional provi­
sions such as stock transfer restrictions, voting or control 
arrangements, and minority protection guarantees. The 
articles of incorporation are filed with a designated state 
official, usually the secretary of state; in some states the 
a r t i c l e s  m u s t  b e  f i l e d  a l s o  a t  a  c o u n t y  o f f i c e . A l t h o u g h  
not required by the Model Act, publication of the articles of 
incorporation or notice of incorporation in a local newspaper 
of general circulation is required by a few jurisdictions. 
Bylaws provide for internal corporate operation and 
management and are not filed with any state or local agency. 
Their primary purpose is to define and establish the rights 
and duties of the shareholders, directors, and officers among 
themselves and in relation to the corporation. 
In the formation of corporations, the transfer of property 
Although a corporation has considerable latitude in 
selecting a name, most states require that the title indicate 
the corporate nature of the business. The name should contain 
either "corporation," "conpany," "incorporated," or "limited" 
or an abbreviation of one of these words. See 1 M.B.C.A. 
Ann. § 7. 
4072 M.B.C.A. Ann. il 47, 49,Î  2. 
4O82 M.B.C.A. Ann. § 49,T 2.02(5). 
^O^See generally 1 Oleck, Modern Corporation Law 1 579 
(1958} • 
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should be formal and complete even though the corporate entity 
may be owned by a few related shareholders. Real estate is 
conveyed by deed and personal property by a bill of sale. 
Special attention is given to transfer of motor vehicles and 
animals registered with a breed association because of unique 
title transfer problems. 
At the time the articles of incorporation are filed, most 
states impose a filing fee or organization tax. The filing 
fee may be a flat sum, for example twenty dollars under the 
Model Act;^^^ a percentage or graduated fee based upon the 
amount of the corporation's capital stock;^^^ or both a flat 
fee and a graduated or percentage fee.^^^ A federal stamp 
tax is imposed on the original issuance of stock at the rate 
of ten cents per 100 dollars of actual value of both par and 
no par shares.A similar federal tax at eleven cents per 
100 dollars of face value is imposed on the issue of cer­
tificates of indebtedness such as bonds or debentures. 
Two states impose a stamp tax on the original issue of stock 
4IO2 M.B.C.A. Ann. i 121(a). 
411E.2.. Mo. Rev. Stat, i 351.065 (1959) ($50 for first 
$30,000 of authorized shares and $5 for each additional 
$10,000 of authorized shares). 
412ill. Rev. Stat. ch. 32, ii 157.129-.130 (1959). 
^l^i.R.c. i 4301. 
^^^I.R.C. i 4311. 
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at the rate of ten cents on each 100 dollars of actual value.^^^ 
Corporations face additional costs in the incorporation pro­
cess. In several states, the articles of incorporation must 
be filed at a county office, with the cost of recording borne 
by the corporation.Newspaper publication costs, if publi­
cation is required,vary with the newspaper and the length 
of the notice. Legal stationers provide sets or "kits" of 
items needed by a new corporation. The kits generally con­
tain stock certificates and stubs, a minute book, stock trans­
fer ledger, and a corporate seal.^^^ The kits can be obtained 
at a cost of fifteen dollars up and are adequate for most 
small, closely-held corporations. If the incorporation pro­
cess involves conveyance of land to the corporation, a federal 
documentary stamp tax is levied at a rate of fifty-five cents 
for each 500 dollars of consideration or net value of the 
property.Fees for legal services rendered by the corpo-
Fla. Stat. Ann. i 201.05 (1958); S.C. Code i 
65.683 (1952). 
Ky. Rev. Stat. § 271.055(2) (1959) ($3 for re­
cording articles in county clerk's office). 
, Iowa Code § 496A.52 (1962). 
A  n o  
Although a seal is ccxnmon, apparently only two states 
fequire a corporation to have one. See Kan. Gen. Stat. Ann. 
17-3001 (1949); W. Va. Code Ann. § 3015 (1955). 
^^^I.R.C. § 4361 (net value is gross value less mort­
gages or other encumbrances). 
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ration's attorney vary with the complexity of the incorpo­
ration process and the number of corporate "extras" de­
sired by the incorporators. Attorneys' fees for incorporation 
services vary also from area to area and state to state. An 
Iowa study of farm corporations revealed an average fee for 
legal services of 257 dollars for corporations formed during 
the ten year period 1948-1957.^^^ Bar association minimum 
fee schedules for the incorporation process range from about 
100 to 300 dollars.Nearly all expenses of incorporation, 
except federal stamp taxes and expenses of stock issuance, 
may be deducted for federal inccme tax purposes over a 
422 period of five years or longer. 
^^^See Harl, 0'Byrne & Timmons, A Closer Look at Iowa 
Farm Corporations. 15 Iowa Farm Science, Aug. 1960, p. 15. 
, Minimum Fee Schedules, 16 Ga. Bar J. 59, 60 
(1953) (Georgia! low minimum fee~schedule $100, high $300, 
average $175;; Minimum Fee Schedules : Are They Worthwhile? 
40 Iowa L. Rev. 642, 645 (1955) (Iowa: low minimum fee 
schedule $75, high $200, average $150); Considerations When 
Incorporating the Family Farm, 39 Neb. L. Rev. 547, n.4T 
(I960) (Nebraska: $200 for articles, notices, and minutes of 
organization meeting) ; Minimm Fee Schedule, 31 Okla. Bar 
Assoc. J, 337, 342 (I960) (Oklahoma: recommended minimum fee 
schedule for counties under 25,000 population - $175, counties 
over 25,000 population - $250); Schedule of Minimum Fees, Stats 
Bar of Wisconsin, 32 Wis. Bar Bull. 50, 5T~(Supp. to No. 1, 
1959]r"(Wisconsin: organization of simple corporation through 
minutes of first shareholders' and directors meeting - $250). 
I.R.C. § 248. 
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Corporate operational requirements 
Corporate formalities are imposed upon shareholders and 
directors both by canmon law and by statute. Maintenance of 
the corporate entity depends in part upon adherence to the 
prescribed formalities. For some requirements, such as hold­
ing meetings and keeping minutes, formality may coincide with 
good business practice. 
Shareholders' meetings Most states by statute provide 
A 23 
for a regular shareholders' meeting at least once annually. 
Notice to shareholders of regular meetings is not necessary 
unless required by statute,the corporate articles, or by­
laws. Insufficient notice renders action taken at a meet­
ing voidable at the election of those not participating. 
Unless required by statute,the purposes for which regular 
meetings are called need not be brought to the attention of 
shareholders provided the transaction of extraordinary or 
428 
unusual business is not anticipated. 
/.oq <s 
^"See 1 M.B.C.A. Ann. 1 26, T2.03. 
^^^E.g., 1 M.B.C.A. Ann. § 27 (Model Act requires written 
or printed notice to be given personally or by mail not less 
than ten nor more than fifty days before meeting). 
^^^See, e.g., Morrill v. Little Falls Mfg. Co., 53 Minn. 
371, 55 N.W. 357"(1893). 
^^^Ballantine, Corporations i 171, at 393 (rev. ed. 1946). 
427see 1 M.B.C.A. Ann. 1 27, T2.02(4). 
^^^See, e.g.. Dés Moines Life & Annuity Co. v. Midland Ins. 
Co., 6 F.2d 2l^(D. Minn. 1925). 
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In seme states, by statute, special meetings may be 
called by the president, board of directors, or by the hol-
429 ders of a specified percentage of shares. The articles 
of incorporation or bylaws may also specify who may call 
special meetings. If no express provision is made, the 
board of directors is authorized to do so whenever it deems 
a special meeting necessary.The notice of special meet­
ings must state the nature of the business to be transacted^^^ 
432 
and must be transmitted to each shareholder. 
In many jurisdictions, notice of either a regular or 
special meeting may be waived in writing by shareholders 
433 
either before or after the meeting. Such is the practice 
in many farm corporations inasmuch as only a few shareholders 
are ordinarily involved who are often closely associated in 
the farm business. The majority of states permit sharehol­
ders' meetings to be held ^thin or without the state of in­
corporation as provided by the articles or bylaws.A few 
jurisdictions, holding to the theory that a state cannot con-
429see 1 M.B.C.A. Ann. S 26,? 2.05. 
^^^Ballantine, og^. cit. supra note 426, 1 171. 
, 1 M.B.C.A. Ann. i 27. 
^^^See Ballantine, og,. cit. supra note 426, i 171. 
433see 2 M.B.C.A. Ann. i 137, T2.02. 
1 M.B.C.A. Ann. § 26, T2.02. 
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fer authority beyond its borders, require shareholders' 
m e e t i n g s  t o  b e  h e l d  i n  t h e  s t a t e  o f  i n c o r p o r a t i o n . T h e  
majority of states and the Model Business Corporation Act 
also authorize action to be tiaken by the shareholders without 
a meeting if all shareholders consent in writing. Some 
additional states permit written consent in lieu of a meet­
ing by less than all shareholders for specified action. 
Rules for the conduct of shareholders' meetings generally 
appear in the bylaws and include such items as quorum require­
ments, the exact time and place of meeting, and the order of 
business. In the absence of a provision in statute, articles, 
or-bylaws, the shareholders actually in attendance at duly 
convened meetings constitute a quorum for the transaction of 
A  O Q  
corporate business. In some states, unless otherwise pro­
vided, a majority of the voting shares constitutes a quorum, 
439 
while other states fix a minimum quorum. 
435see 1 M.B.C.A. Ann. 1 26, T2.02(2). 
43Gsee 2 M.B.C.A. Ann. § 138, T2. 
, N.Y. Stock Corp. Law 1 16 (consent of two-thirds 
of shareholders required for authorization to borrow money or 
mortgage property without meeting). 
^^^E.g., Morrill v. Little Falls Mfg. Co., 53 Minn. 371, 
55 N.W. 3t7 (1893). 
^^^See 1 M,B,C,A, Ann. i 30, T 2 (under Model Act, quorum 
is majority but in no event may it consist of less than one-
third of shares entitled to vote). 
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Board of ^directors ' meetings Ey the general rule, 
corporate business may be transacted or actions authorized 
only at meetings of the directors.This rule is premised 
on the theory that the corporation is entitled to the benefit 
of board discussion and deliberation.Furthermore, it has 
been said that directors are given no authority to act other­
wise than as a board.However, where the directors own 
all of the stock, their separate consent may bind the corpo-
443 
ration. Of course, the shareholders may waive the neces­
sity of a board meeting.Although the common law and the 
Model Business Corporation Act do not so provide, nearly half 
of the states expressly authorize action without a meeting 
if written consent of all the directors is obtained, 
Moreover, seme jurisdictions have sustained informal action 
taken by the directors of closely-held corporations where it 
has been the custom of the directors to act separately and 
not as a board. 
^^®See, e.g., Mosell Realty Corp, v. Schofield, 183 Va. 
782, 33 S.E.2^74 (1945). 
^^^See Lattin, Corporations 220 (1959), 
^^^Gerard v, Qnpire Square Realty Co,, 195 App, Div, 244, 
248-49, 187 N,Y,S, 306, 310 (1921)(dictum), 
^^^Gerard v. Empire Square Realty Co,, supra note 442, 
^^Ballantine, op. cit, supra note 426, i 44, at 125, 
445see 1 M,B,C.A. Ann, 1 37, f2.03, 
^^^E.g,, Sharon Herald Co, v. Granger, 97 F, Supp, 295, 
301 (W,D7Ta, 1951) (dictum). 
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Notice of regular meetings need not be given to direc­
tors if the time and place are fixed in the bylaws or board 
447 
of director resolution. But for other meetings, all di­
rectors must be present^^^ or have been notified in order for 
action taken to be free from attack on the ground of defec­
tive notice.Waiver of notice by all directors in writing 
before or at a meeting is effective and is normal practice. 
In the absence of a provision to the contrary, a majority 
of the board of directors constitutes a quorum for the trans­
action of corporate business.By the majority rule, at 
common law, directors personally interested in matters to be 
brought before a directors' meeting could not be counted in 
452 determination of a quorum. And a director who is per­
sonally interested in a specific matter may not vote on its 
^^^White V. Penelas Mining Co., 105 F.2d 726 (9th Cir. 
1939). 
^^^See Ney v. Eastern Iowa Tel. Co., 185 Iowa 610, 171 
N.W. 26 (1919). 
, Lycette v. Green River Gorge, Inc., 21 Wash. 2d 
859, 153 P.2d 873 (1944). 
^^^1 Hornstein, Corporation Law and Practice i 413 (1959% 
^^^Lattin, Corporations 218 (1959). 
, Oil Field Corp. v. Hess, 186 Ark, 241, 53 
S.W.2d 42^(1932). 
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p a s s a g e , M o s t  j u r i s d i c t i o n s  r e q u i r e  a  m a j o r i t y  v o t e  o f  
directors present for the transaction of corporate busi-
oess.^54 
Minutes of meetings Unless required by statute^^^ 
or the corporate bylaws, the keeping of minutes of share­
holders ' meetings is not absolutely essential and failure 
to keep them does not affect the validity of meetings. A 
written record of shareholders' meetings is, of course, 
desirable to avoid controversy and to provide a written 
record of actions by shareholders. 
Minutes of directors' meetings, although not required, 
are likewise important in avoiding future controversy, in 
providing a record of attendance, and in establishing the 
approval of important matters. For example, inccxne tax de­
ductibility of salaries and bonuses may be affected by 
proof of proper authorization early in the corporation's 
taxable year. 
Corporate reports Small, closely-held corporations 
are required to make few reports other than federal and state 
453 -Ballantine, op, cit, supra note 426, at 131, But see 
Georgia Holding Co. v, Hiatt, 2 F, Supp, 91 (M,D. Ga, 1933^ 
(director not disqualified to vote on resolution authorizing 
corporate purchase of his obligation in absence of fraud). 
454see 1 M.B.C.A. Ann. § 37, T2.02(2). 
*55calif. Corp. Code § 3000. 
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income tax returns. As an employer, a corporation has the 
usual social security reports to file.^^^ And information 
on certain employee benefit plans must be filed annually 
with the Secretary of Labor.Many large, publicly-held 
corporations prepare annual or periodic reports to share­
holders showing the financial condition of the corporation. 
Very few states require such reports, although a few juris­
dictions require corporations to render a certified financial 
statement upon demand of a specified percentage of share-
458 holders. Annual reports to shareholders are virtually 
unknown in closely-held farm corporations. 
Annual reports to the state are required in every juris-
459 diction. They must be filed by domestic corporations and 
^^^As an employer, a corporation has three different so­
cial security tax reports to make. Corporations required to 
withhold income tax rrom wages make a quarterly return on Form 
941, unless the only wages paid are for domestic service or 
agricultural labor. Social security taxes imposed on wages 
faid for agricultural labor are to oe reported annually on orm 943. If the cash amount of social security taxes, in­
cluding both employer and employee shares, plus income tax 
withheld, reaches $100 for any month (except the third month 
of a quarter) the funds must be deposited in a government 
depositary and the depositary receipts. Form 450, attached to 
the annual or quarterly report of wages paid. In addition, 
the corporation must provide each employee with a written 
statement of his taxable wages and employee tax withheld on 
or before January 31 of the year of payment or, if employment 
has been terminated, within 30 days after the last wage pay­
ment. 
^^^See Harl, Selected Asp^ts of ^ ployee Status in Small 
Corporations, 13 Kan, L. Rev. 23 (T?64). 
^^^See Ballantine, op. cit. supra note 426, i 168. 
459see 2 M.B.C.A. Ann. ii 118-119, ? 2.02(1). 
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foreign corporations that have qualified to do business in 
the state. Contents of the annual report are specified by 
statute and vary substantially from state to state. Since 
the filing of the annual report is also the occasion for 
imposition of an annual franchise tax or fee in many states, 
the content of the-report is determined to some extent by 
the type of fee imposed. The report is usually quite brief 
and is easily prepared. It is generally filed on forms pro­
vided by the state agency receiving it. In many states, the 
report must state the name of the corporation, the state in 
which it was incorporated, the address of the registered 
office, the name of the registered agent, the character of 
business done in the state, the names and addresses of the 
officers and directors, the number and classes of authorized 
stock, and the number and classes of issued stock.^^^ A few 
states require a balance sheet or a statement of the corpo­
ration's financial condition to be included in the report. 
A profit and loss statement is required in some jurisdic­
tions. 
é 
Annual fees Except for Nevada and South Dakota, every 
4G0see 2 M.B.C.A. Ann. 11 118-119, T2. 
, Ariz. Rev. Stat. Ann. § 10-211 (Supp. 1961). 
Af,0 
Tex. Tax. - Gen. Ann, art. 12.08 (1960), 
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state imposes scsne type of annual tax or fee upon domestic 
corporations.About one-fourth of the states levy the tax 
on the corporation's stock or assets as the fee for the privi­
lege of doing business in the state,And another quarter 
of the jurisdictions impose an income tâx on corporations. 
The remaining states require corporations to pay both a fee 
based on the corporation's stock or assets and also an in­
come tax.^^^ For example, Iowa levies a graduated tax on 
corporate stated capital with the fee ranging from a minimum 
of five dollars for stated capital of 20,000 dollars or less, 
up to 3,000 dollars for stated capital of more than 500,000,000 
467 dollars. In addition, Iowa imposes an income tax at the 
rate of three per cent of corporate net incone on all corpo­
rations except those qualifying to be taxed under Subchapter 
S of the Internal Revenue Code,^^® 
4G3see 2 M.B.C.A. Ann. §1 125-27,î2.02(6)(e). 
464see 2 M.B.C.A. Ann. ii 125-27,t2.02(3), (4). 
4G5see 2 M.B.C.A. Ann. §§ 125-27,12.02(1), (2). 
4GGsee 2 M.B.C.A. Ann. §1 125-27,T2.02(l)-(4). 
4G7lowa Code i 496A.126 (1962). 
4G8lowa Code li 422.33, .36(5) (1962). 
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CHAPTER III: HYPOTHESES GUIDING INQUIRY 
Chapter II, in the development of a theoretical economic-
legal analysis of the firm, generates implicitly a host of 
hypotheses to be tested empirically. From the stated objec­
tives of the study, and frcm the magnitude of the theoretical 
economic-legal analysis, it is apparent that the empirical 
analysis herein will be concerned with only a relatively 
small part of the problems associated with the effects of 
the legal form of organization upon the firm. Therefore, 
many of the hypotheses implicit in the theoretical analysis 
are hot tested in this study; methodological approaches 
different frcxn the one pursued herein would be necessary in 
order to test all relevant hypotheses. 
1 
As stated by Timmons, hypotheses as directors of in­
quiry may be classified as problem delimiting, diagnostic, 
and remedial. Operationally, problem delimiting hypotheses 
identify the specific problem in terms of the discrepancy or 
gap between the relevant end or end-in-view and the present 
situation. Diagnostic hypotheses endeavor to provide a 
rationalization of why the problem exists. The role of 
remedial hypotheses is to provide means for achieving the 
desired end or end-in-view and thus to provide solutions for 
^See Timmons, Methods of Inquiry into Land Problems 24 
(tentative manuscript draft, 1957). 
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the delimited problem. 
In this inquiry, the problem area delimited for study is 
the economic performance of the corporate form of business 
organization as an alternative for small, closely-held farm 
firms. With the problem thus delimited to examination of 
the economic efficacy of the corporate form extant under 
current law, major attention centers around remedial type 
hypotheses as guides for research and directors of inquiry. 
The hypotheses governing the empirical phase of this investi­
gation are stated infra in general terms followed by appropri­
ate working hypotheses. 
1. The corporate form offers an organizational structure 
for farm firms in sane jurisdictions, which firms are charac­
terized by multiple ownership of production factors, that is 
economically superior in resource allocation to noncorporate 
forms of organization wherein individual owners retain owner­
ship of specific production factors. 
a. The corporate form facilitates imputation of 
product to the factors of production on marginal value pro­
ductivity bases. 
b. The corporate form has a neutral effect upon pay­
ment of product to the factors of production on marginal value 
productivity bases and does not provide systematic motivation 
for lower or higher payments. 
2. The corporate form provides an econcxnic method for 
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intergeneration transfers of farm business ownership interests 
by transfers of shares of stock as personalty pursuant to 
specified objectives of the transferors to accomplish: 
a. Minimization of federal and state individual and 
firm income taxes over time. 
b. Minimization of federal estate and state in­
heritance taxes and estate settlement costs levied upon the 
estate of the deceased shareholders or the passage of property 
frcHQ such estates. 
c. Passage of the firm as an econcmic unit to suc­
cessors with minimum disruption at death of shareholders. 
- d. Passage of stock inter vivos and by testamentary 
disposition to maintain corporate control in accordance with 
long range planning goals. 
e. Improvement in shareholder net worth due to 
opportunities for shareholders to substitute equity invest­
ment for consumption and to substitute equity investment for 
other investments. 
3. The corporate form provides a legal framework that 
facilitates the accumulation of equity capital over time 
due to: 
a. Characteristics of the corporate form that serve 
to attract nonfarm equity capital to the corporate firm by 
investment. 
b. Minimization of erosion of equity capital at-
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trilwtable to liquidation of inheritance interests passing 
to heirs of deceased shareholders. 
4, Taxation of income of the firm under alternative 
methods provided by tax law does not affect the relevant ob­
jective functions of the firm or the shareholders. 
a. The regular and Subchapter S methods of income 
taxation are substitutable without discernible effect upon 
objective functions. 
b. The Revenue Act of 1964, although reducing firm 
and shareholder income tax liabilities, has a neutral effect 
with respect to methods of taxation. 
5. The corporate form provides an organizational frame­
work for the promulgation of a singular objective function 
for the firm for decision making purposes. 
a. Attainment of the stated objectives of the firm 
is acccmpanied by attainment of objectives of the individual 
shareholders. 
b. Attainment of the stated objectives of the 
shareholders individually is in consonance with attainment 
of stated objectives of the firm. 
c. Attainment of the stated objectives of one share­
holder is accompanied by unanimity among all shareholders as 
to attainment of their respective objective functions. 
d. Attainment of the stated objectives of the corpo­
rate firm is independent of choices involving the structural 
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parameters of the organizational form. 
e. Attainment of the stated objectives of the share­
holders individually is independent of choices involving the 
structural parameters of the organizational form. 
6. Transformation of self-employed owners or partners 
into employees upon incorporation is acccanpanied by legal 
and economic consequences. 
a. Additional costs are incurred for social security 
purposes if the insured anployee is a former self-employed 
individual. 
b. Qualified deferred compensation plans covering 
shareholder-employees increase aggregate shareholder net 
worth. 
c. Group term life and health and accident in­
surance coverage can be provided by a corporate employer 
at a lower net cost than for such insurance purchased by 
individual parties. 
Additional hypotheses suggested by the theoretical 
analysis of Chapter II are beyond the scope of this study 
and await further investigation. Reccmmendations for future 
research are made in the concluding section of Chapter VI. 
Particular mention is made here of the effect of the various 
attributes of the corporate form upon decision makers' un­
certainty. Research is needed to test the hypothesis that 
uncertainty is unaffected by relevant bankruptcy law, appli-
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cable law on the period of existence of the corporate form, 
statutory provisions on debtor exemptions frcm execution, 
ccmmon law and statutory limitations on shareholder liability, 
availability of dispute settling procedures within the or­
ganizational form, and stability of the corporate form from 
dissolution-causing factors. 
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CHAPTER IV: THE ANALYTIC MODEL 
The model constructed for use in this inquiry utilizes 
both linear programming and simulation techniques to measure 
the economic effects of the legal form of firm organization. 
The deterministic model is recursive, involving ten years of 
firm activity. Essentially, the model first generates, for 
each year, an optimum production plan based upon ex ante 
price and yield expectations. The ^  post solution is then 
obtained and relevant portions of the solution are transmitted 
to the simulation portion of the model for specified compu­
tations. Necessary accounting and inventory data are trans­
mitted directly to the next year's linear progrannning mat­
rix. The simulator provides data for the next year's linear 
programming matrix and the next year's simulation. The pro­
cess is repeated for each of the ten years under study. The 
model was adapted to FORTRAN ccxnputer language; computations 
were made using an International Business Machines (IBM) 
7074-1401 computer at the Iowa State University Computing 
Center. 
In this chapter, the theory of linear programming and 
simulation are reviewed briefly and the analytic model is 
described in substantial detail. 
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Methodological Devices Utilized in Inquiry 
Linear programming 
As a flexible and powerful new tool^ for economic re­
search, linear programming has received extensive use both 
in static analysis of the firm and in dynamic firm investi-
2 gâtions. In this inquiry, the model utilizes basically 
static or nondynamic linear programming. Inasmuch as the 
3 details of the static model are presented elsewhere, only 
brief mention is made here of the nature, attributes, and 
limitations of linear programming. 
The theory of linear programming rests upon several basic 
assumptions. It is assumed that the number of processes^ and 
Linear programming was allegedly developed in 1947 as a 
technique for planning activities of the United States Air 
Force. See Dorfman, Samuelson & Solow, Linear Programming and 
Economic Analysis 3 (1958). 
2 See, e.g.. Arroyo, Dynamic Programming Models for Identi­
fication anTTieasurement or Inefficiencies in Leasing Arrange­
ments (Iowa State University unpublished Ph.D. dissertation, 
1961); De Benedictis & Timmons, Identification and Measurement 
of Inefficiencies in Leasing Systems 39-72 (Iowa State Univer­
sity Agricultural and Home Economics Experiment Station Re­
search Bull., 490, 1961). 
3 See, e.g., Dorônan, Samuelson & Solow, op. cit. supra 
note 1, chsTz, 6: Heady & Candler, Linear Programing Methods 
ch. 3 (1958). 
^The term "process" is used to denote a method of con­
verting resources into a product. For example, transforma­
tion of corn, hay, labor, and other specified inputs into 
beef through medium quality steers could be a process; trans­
formation of the same inputs except through the medium of 
fancy quality steer calves would be a different process. A 
process is represented by a vector of input-output coefficients 
or per unit resource requirements for a particular activity. 
196 
resource restrictions considered is finite. And it is 
necessary to the linear programming problem that at least 
one resource be limiting. Any process may be used to any 
positive extent so long as sufficient resources are avail­
able; indivisibilities in production are ignored. For 
example, a plan may specify production of thirty-seven and 
one-tenth litters of hogs. A further assumption is that 
each process is characterized by constant proportions between 
inputs and outputs and these ratios are independent of the 
extent to which the process is used. Activities are linear 
in the sense that the quantity of the i-th input required 
for the j-th activity is a linear function of the j-th ac­
tivity. Inasmuch as such linearity of the production func­
tion does not generally comport with reality for all possible 
ranges of production of a specific output, segments of the pro­
duction function can be represented by different processes, 
each with different proportions of inputs to outputs. Linear 
programming theory also assumes that the output of two pro­
cesses produced simultaneously is always the sum of the out­
put of the two separate activities. Thus, complementary or 
other interaction between processes is not specifically 
identified except to the extent that a process can be de­
fined to include such interrelationship. In general, 
linear programming methods are based upon the assumption 
that resource supplies, input-output coefficients, and prices 
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are known with certainty. This single-value expectation 
assumption is followed in this study. 
Linear programming problems are concerned with either 
minimizing or maximizing an objective function, subject to 
a set of linear inequalities,^ Thus, linear programming 
provides a procedure for producing normative solutions to 
production problems.^ In this investigation, the problem 
requires the maximization of profit or annual net returns 
to fixed factors of production,^ The profit maximizing 
combination of activities may be selected through alterna­
tive procedures. In this study, the simplex method is 
Q 
utilized. The simplex method, through iterative solutions, 
allows the determination of optimum output levels in a 
finite number of steps. The following equations summarize 
the static linear programming model. 
Net revenue (R) is a linear function of process levels: 
& = p^q^ + P2^2 + ••• + Pn^n (1) 
Basically, maximization and minimization are similar 
in that each time a quantity is maximized, scsne other quan­
tity is minimized, 
^By "normative" is meant that the linear programming 
solution indicates what action ought to be taken in produc­
tion, given the objective function, input-output data, and 
restraints. 
^It is recognized that an entrepreneur's objective func 
tion generally includes numerous elements other than profit 
maximization. See Chapter II, note 1 and accompanying text. 
Ggee generally Heady & Candler, op.. cit. supra note 3, 
ch. 3. 
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where Pj is the fixed price per unit of output. The decision 
maker selects process levels such that R is a maximum subject 
to the restraint that the sum of the amounts of the i-th in­
put used in production cannot exceed specified levels: 
^11^1 *12^2 + • • • + ^ in^n ^  ^1 
^21^1 ^22^2 + ••• + ^2n% ^  ^2 
^ml^l + ^ m2^2 + • • • + ^ nin% ^  ^ m 
where a^^j is the quantity of imput required to produce one 
unit of a particular output and x^ is the amount of input 
available. The process levels must be nonnegative: 
cy a 0 (j = 1, n) (3) 
Although mathematically feasible, a negative process level 
is economically meaningless. 
The precise formulation of the linear programming seg­
ment of the analytic model is described.infra. 
Simulation 
Simulation is an important, interesting, and powerful 
research tool for analysis and business decision making in 
the physical and behavioral sciences. It has been used to 
solve waiting-line problems, inventory problems with uncer­
tainties of demand and delivery time, maintenance operations, 
scheduling of airplane traffic, urban traffic patterns and 
flows, and numerous other problems requiring an associative 
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link with reality. Simulation may be used for explaining 
and predicting the performance of the operational system 
which it represents.All simulators are basically indica­
tors of system performance under specified circumstances. 
With simulation models, the effects of alternative policies 
can be ascertained directly by experimentation without dis­
turbing the existing system. In solving a simulation model, 
the objective is to determine deductively and with generality 
the implicit relationships between endogenousvariables 
and the initial conditions, parameters, and time paths of 
12 13 
exogenous variables. 
The basic purpose of simulation is to obtain optimal 
solutions to real problems by iteration of the simulation 
See, e.g., Bierman, Fouraker & Jaedicke, Quantitative 
Analysis for Business Decisions 189-92 (1961); Ccsnputer Appli­
cations in the Behavioral Sciences ch. 23 (Borko ed. 1962); 
Buffa, Models for Production and Operations Management ch. 18 
(1963). 
^®See Jackson, Simulation as Experimental Mathematics, 
Symposium on Simulation Models :~^etnodology and Applications 
in the Behavioral Sciences 245 (Hoggatt & Balder s ton eds. 1963). 
^^Endogenous variables are generated within and deter­
mined by the system, and may act upon other variables in the 
system. 
xogenous variables are determined independently of the 
system under study and are regarded as acting upon the system 
with unidirectional causality flowing from exogenous variables 
to the system. 
13 See Orcutt, Simulation of Economic Systems, 50 Amer. 
Econ. Rev. 893 (1960). 
200 
model through an heuristic process. Unlike linear programming 
or some other analytic tools,simulation offers no formal 
procedure for selecting the recursive "runs" such that the 
solutions will converge to an optimum with a given amount 
of computing or a given number of runs. The conditions for 
each run are obtained by interpretation of prior runs. Simu­
lation is most frequently used to study the performance of 
a system configuration under steady state conditions. 
In using simulation to investigate the properties of a 
real system, the model should neither oversimplify the system 
to the point where the model becomes trivial, nor carry over 
so many features of the real system that the model becomes 
intractable. However, simulation has the advantage of admit­
ting more complexity and realism than is possible in most 
analytically solved models. Simulation models may encompass 
such features as discontinuities, nonlinearities, time-
delays, and irreversibilities. A further advantage of simu­
lation is that it makes possible frequent changes of almost 
unlimited magnitude in the model or the data input. More­
over, simulation permits the construction of theories in-
^Sfith analytic tools, such as linear programming, op­
timal closed solutions can be obtained to a formulated prob­
lem. Analytic tools are characterized by optimality and cal-
culability. 
l^See Conway, Scaae Tactical Probl^s in Digital Simu­
lation , 10 Management Science, OcïT 1963, p. 48. 
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volving the qualitative aspects of decision making. 
Principal disadvantages of simulation stem from the COTI-
plexity of the models and the necessity for a multiplicity of 
models due to their specificity with respect to a particular 
problematic situation. An additional disadvantage of present 
simulation techniques is the virtual paucity of workable tests 
of significance. Moreover, using the so-called "arithmetic 
effects," i.e., the difference in output resulting from a 
model run, frcm a series of independent alterations in the 
basic simulation model may be disappointing in that inter­
action effects may be masked and little generality of re­
sults produced. The latter objection can be met to some degree 
and a modest degree of generality achieved by testing the ef­
fects of a model change in relation to all other changes made. 
The former objection can be met in part similarly by formu­
lating sufficient runs to isolate the effects of changes in 
the model. 
Most simulation studies of firms reported in the litera­
ture involve relatively large firms, numerous decision makers 
at various levels, some elasticity of demand for the products, 
a market environment in which the firm is in part a price 
setter, and avoidance of consideration of the legal frame­
work. In the present study, the simulation technique is 
utilized to represent a small firm, few decision makers, per­
fectly elastic demand for the firm's products, a market en-
C 
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vironment in which the firm is a price taker, and full con­
sideration of the legal framework. Inasmuch as the legal 
framework provides the major parameters for the model and is 
known and can be completely specified with certainty, the 
need for sampling, fitting of functions to observations, or 
consideration of stochastic elements is generally obviated. 
A Linear Programming-Simulation Model of the Firm 
The linear programming-simulation model (hereinafter 
referred to as LP-SM) developed for use in this study was 
designed to provide an operational mechanism for isolating 
and measuring the economic effects of the legal form of firm 
organization. In the paragraphs following, the general 
structural nature of LP-SM is outlined. In a later section, 
the respondent firm is described and the data for linear 
programming and for exogenous simulation variables are given. 
Adaptation of basic linear programming model 
In order to increase the effectiveness and precision of 
linear programming as a normative analytic tool, various 
modifications were made in the conventional linear program­
ming matrix. The basic modified matrix for the i-th year 
appears at Figure 2. 
Fiscal year Conventionally, linear programming analy­
sis proceeds on a calendar year basis with decision making on 
or before each January 1 for the ensuing year. Yet in farm 
production, a decision maker may not have complete latitude 
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to make decisions as of the beginning of the calendar year 
and decision making is not limited to one time per year; de­
cision making is probably a continuous process. Moreover, 
some activities or processes extend across planning periods. 
Feeder steers may be purchased in November of year n and 
marketed in September of year n + 1. An activity of farrowing 
four litters of hogs per year on a unit basis leaves immature 
pigs at the end of the year regardless of when the production 
period begins or ends. However, except for winter wheat and 
a few other crops, whose production period transcends calen­
dar years, cropping or rotation activities are completed 
within a single calendar year production period. 
To more nearly approximate reality, decision making in 
linear programming models could proceed on a moving continuum 
basis with a decision maker having before him for each of the 
discrete time periods for decision making the available re­
source supplies and restraints and the available production 
alternatives for a specified period into the future. Thus, 
if the planning period were one year, and each year were 
broken up into one-month time periods for decision making 
purposes, during any monthly decision making period the de­
cision maker would have before him the alternatives for the 
following twelve months. 
In this inquiry, decisions are assumed to be made on an 
annual basis for purposes of simplicity and ease of compu­
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tation. However, rather than using January 1 as the decision 
making date, the analysis assumes decisions are made on Nov­
ember 1 for the following twelve month period. November 1 
was selected on the basis of having a minimum of activities 
in process on that date. Cropping activities are assumed to 
be COTiplete for a calendar year by that date, with fall plow­
ing for the year following occurring after November 1. Cattle 
feeding activities may commence with purchase of feeder cattle 
on or after November 1. Only hog activities, of the group of 
activities considered in this study, are necessarily in pro­
cess each year on November 1, As explained infra, in con­
nection with derivation of coefficients for hog activities, 
the model specifies that immature hogs in each hog activity 
are "sold" to the firm's inventory as of October 31 each 
year. The next year's production plan "purchases" the same 
number and weight of hogs from inventory and completes the 
respective hog activities. Thus, activities and 
Pl5 are the basic hog activities for four, six, and two 
farrowings of hogs per year, respectively; P^g, P^g, and 
P^Q are continuations of the three basic hog activities in 
the year following. 
As noted in Figure 2, labor and capital use is divided 
into six two-month periods designated alphabetically A 
through F. However, in each fiscal year production period, 
such subperiods appear as F through E, or November 1 through 
October 31. 
Figure 2, Linear programming matrix for use with LP-SM model 
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iMourc* uMd or Rotation Rotation Rotation Rotation Rotation RoCaCiom Acreage Acreage 
activity produced "o I(A)(CP) KB) (CP) 11(A) (CP) 11(B)(CP) 1(A) (DGF) X(B)(N6P> Retirement I Retirement II 
Pi P2 »3 P4 P5 P6 P7 ^8 
Ex poat oat prica 01 
•oi.i *01,2 *01,3 *01,4 "01,5 "01.6 "01,7 "01,8 
Labor sopply F 
A 
02 
03 
"02,1 *02,2 *02,3 *02,4 *02,5 *02.6 
B 04 
*04,1 "04,2 *04,3 *04,4 *04,5 *04,6 
C 05 
*05,1 *05,2 "05,3 *05,4 *05,5 *05,6 
D 06 
^6,1 "06,2 *06,3 *06,4 *06,5 *06,6 "06,7 "06,8 
e . 07 
*07.1 "07,2 *07,3 *07,4 "07,5 *07.6 
Capital anpply year o 08 
Capital topply F 
A 
09 
10 
*09,1 *09,2 *09.3 *09,4 *09,5 "09.6 
B 11 
"11,1 *11,2 *11,3 *11,4 "11,5 *11,6 
C 12 
"12.1 *12,2 *12.3 *12,4 *12,5 "12,6 -"12.7 -"12.8 
D 13 
-u.i —13,2 —13,3 -13,4 
—13,5 -*13.6 -"13,7 -*13,8 
E 14 
"'14.1 -14,2 —14,3 —14.4 
-*14,5 -"14.6 
Capital aivply yaar n + 1 15 
Com aqniv. aapply 16 
-16.1 -16,2 -16,3 -16.4 
-*16,5 -"16,6 
Silas* «uppiy 17 
Hay I aqniv. anpply 18 
-18.1 —18,2 —18.3 -*18.4 
-*18,5 -"18,6 
Ray n aqniv. aapply 19 
—19,1 —19,2 —19.3 -*19.4 
-*19,5 -"19,6 
Ray atoraga 20 
"20.1 "20,2 *20,3 *20.4 *20,5 "20,6 
Crowing apace hooting F 21 
-
A 22 
B 23 
C 24 
D 25 
E 26 
Farrowing apace F 27 
A 28 
B 29 
C 30 
D 31 
E 32 
Land owned 33 
"33.1 *33,2 *33,3 *33.4 *33.5 "33,6 *33,7 
Land ranted 34 
"24,8 
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Capital use As capital flows are deemed particularly 
important in assessing the economic effects of alternative 
legal organizational forms, the capital structure of the 
LP-SM model was constructed for substantially more finite 
manipulation of capital flow than many linear programming 
models. 
As indicated in Figure 2, eight resource rows, Rg through 
inclusive, were allocated to capital supply uses. Row 
eight contains in each year of analysis the beginning supply 
of capital for the firm. This figure is transmitted to row 
eight frcxn the prior year's simulator. Rows nine through 
fourteen are the capital supply rows for each of the six 
two-month subperiods in the one-year production period. Ac­
tivities may use capital from appropriate subperiods, and 
also add to capital supply in particular subperiods upon sale 
of output. Thus, hogs may add to capital supply in subperiod 
C by virtue of sales exceeding capital usage during that sub-
period, while a crop rotation activity may be a net user of 
capital during the same subperiod. In the course of a year, 
capital can be subjected to multiple use. Row fifteen is 
the "capital collecting" row for capital supply in year 
^^As a computational check, Z. - C. or net returns to 
fixed factors should equal the difference between R^^ and 
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In order to encourage capital to move through the sub-
period supply rows as needed (to move from Rg to a 
positive net price is placed upon each vector of capital 
transfer activities based upon the amount of interest 
"saved"^^ by reusing available capital rather than borrow-
18 ing additional capital. As an example, column repre­
sents the transfer of capital from Rg (capital on hand on 
November 1) to Rg (capital available for use during subperiod 
F — November and December), A positive coefficient of .0025 
in Rgg (the net price row) encourages one dollar of capital 
to flow from Rg to R^ with a coefficient of plus one in Rg 
and a minus one at Rg. 
Activities P29 through P^2 represent debt capital borrow­
ing from each of four shareholders and P^^ enables the firm 
to borrow from the firm-sponsored deferred compensation fund. 
In each case, negative coefficients in the net price rows 
(Rgj^ and Rgg) approximate the interest rate for acquisition 
1 7 The magnitude of the coefficients in the net price row 
for the respective column vectors is consistent with outside 
short-run investment alternatives available to the firm. Thus, 
if amounts of capital in excess of production needs build up 
in some subperiods, it is assumed that such excess funds 
could be invested outside the firm. The relevant interest 
rate generally is substantially less than the interest rate 
for production loans to the firm. 
^^An alternative procedure would be to render the appro­
priate rows equalities rather than inequalities and "force" 
the capital to transfer from row to row. 
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of debt capital for production purposes. A coefficient of 
plus one appears in row eight for each column vector involved 
(indicating borrowing for the entire year from these sources) 
with a coefficient of plus one plus the interest rate in row 
fifteen indicating that each one dollar borrowed on November 1 
is repaid with interest on the following October 31. A co­
efficient of plus one in (which places an upper limit on 
capital borrowing) provides a link with revealed exogenous or 
endogenous capital rationing. Coefficients of plus one in 
rows to R^q for activities 1^2^ through P33, respectively, 
are essential for channeling information frcm the simulator, 
where debt capital contributions are determined annually, to 
the next year's linear programming matrix. Computationally, 
such information can most conveniently be inserted into the 
resource restraint or B column. 
Rg^, the capital selling activity, disposes of excess 
capital by investing funds on November 1 and receiving the 
principal plus interest in return on October 31 of the next 
calendar year. By using a slightly lower rate of interest 
for capital selling than for capital borrowing, computational 
cycling due to buying and selling of debt capital can be 
avoided. Debt capital from "outside" credit sources is ob­
tained in activities through with one column vector 
for each two-month subperiod. Debt capital borrowed in any 
subperiod is repaid with interest on October 31 from R^^. 
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Again, a coefficient of plus one at links outside debt 
capital borrowing to exogenous and endogenous capital borrow­
ing limitations. 
Converting ex ante plan to realized solution The allo­
cation of resources among activities or processes both in a 
linear programming framework and in the real world is done on 
an ex ante basis in accordance with an expectation model or 
models of the decision makers. In programming a farm firm, 
the net price coefficients for the respective activities 
generally embody single valued expectations as to price, 
19 yield, technology, anc weather. The LF-SM model adheres 
to that conventional approach, with the coefficients appearing 
in Rgg of the linear programming matrix. Elaboration of the 
procedure for derivation of the coefficients including the 
expectation models appears in Chapter V. 
However, the coupling of simulation, a device for ap­
proximating reality, with linear programming raises substan­
tial questions as to the advisability of using production 
plans based upon ex ante considerations for the simulation 
phase of the study. In theory, it would seem that intro­
duction of ex post production plans into the simulator would 
be more in consonance with reality and with the nature of the 
^^Decision making in a linear programming framework 
based upon other than single valued expectations is without 
the scope of the LP-SM model. 
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research tool. Therefore, the ^  ante production plans are 
transformed into ^  post production plans within the linear 
programming matrix, A parallel set of net price coefficients 
is derived, using actual prices and yields, and is inserted 
in the linear programming matrix as With an arbitrarily 
high figure in the B vector (500,000), the activities appear­
ing in the final basis (solution) of a linear program simply 
subtract from or "use up" a part of the 500,000 units. By 
subtracting the resulting level from 500,000, the ex post 
return to fixed factors may be obtained for transmittal to 
the simulator. This computation is carried out as part of 
the main computing program. 
Investments in facilities The ordinary static linear 
programming model is ill-adapted to consideration of capital 
investments in production facilities inasmuch as planning 
extends over a relatively short time period, usually one 
calendar year. Dynamic programming models are better equip­
ped to handle multi-year investment activities since multiple 
production periods are brought within the decision making 
horizon by appropriate discounting techniques. In this study, 
despite the investment shortcoming, static linear program­
ming is utilized because of its adaptability to the require­
ments of the LP-SM model. Investment activities are in­
cluded in the linear programming matrix, but with suitable 
simplification and modification in accordance with the capa­
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bilities of the analytic framework. The four investment 
activities, additional capacity for planting and tillage 
machinery (machinery I), additional capacity for harvest­
ing machinery (machinery II), additional farrowing space 
for hogs, and additional multi-use growing space for livestock, 
20 
are based upon an annual service cost to the firm. In each 
activity, once an investment is made in additional facilities, 
the quantitative level of acquisition is carried over to suc­
ceeding years wherein an annual service charge for the fa­
cility is made in those years. For example, if forty units 
of machinery I (P^Q) were acquired in year n, row in the 
matrix for year n + 1 would show a value of forty units, 
which, by virtue of a mathematical equality rather than an 
inequality (or a high penalty in some linear programming 
models), is responsible for activity in the n + 1 linear 
programming matrix entering the basis at a level of forty 
units of machinery I. In year n + 1, an opportunity is pro­
vided for acquiring additional machinery I capacity if such 
is profitable. Observation of the investment activities 
during preliminary computer runs revealed that reasonable 
amounts of additional facilities for expansion were generated 
by this investment procedure. 
20 The derivation of the annual service cost for each in­
vestment activity appears in Chapter V in connection with 
generation of input-output coefficients. 
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Government programs A realistic assessment of crop 
production alternatives during the period 1953 through 1962 
requires consideration of not only product prices in the open 
market and rotation activities without direct government 
effect or control, but also production alternatives within 
the framework of commodity support programs, acreage control, 
cropland diversion, and other relevant governmental programs. 
For every year's linear programming matrix, parallel 
activities are formulated for rotations based upon actual 
governmental price support programs and for rotations based 
upon free-market prices. Thus, activities through 
represent activities for owned land assuming participation 
in price support programs. In the years in which acreage 
restrictions were imposed, such restraints appear in row 
in the form of maximum acres of corn with an appropriate 
coefficient in the proper column vector. Likewise, activ­
ities Pg and P^Q represent activities for rented land under 
price support program participation, with row R^g providing 
the maximum restraint on corn acreage. Activities P^ and P^, 
and Pj^j^ and ^-^2 serve, respectively, as activities for owned 
and rented land under the assumption of nonparticipation in 
price support programs. 
For the years in which acreage retirement or land idling 
was a part of the government farm program, activities Py and 
Pg provide for such resource diversion for owned and rented 
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land, respectively, with payments based upon actual rates 
established. The land retirement activities may enter into 
the final basis only if the firm complies with program 
participation requirements. Thus, rows and serve 
as accounting rows or "funds" into which flow amounts based 
upon governmental program participation which serve as 
authorization for acreage diversion to that extent. 
Further elaboration of the linear programming matrix 
appears in Chapter V in connection with derivation of co­
efficients and formulation of specific activities. 
Construction of simulation portion of model 
The purpose of the simulator in the LP-SM model is to 
represent, with substantial fidelity, the legal form of 
organization within which the firm operates. The following 
representation is for the corporate form of firm organiza­
tion. 
The simulator assumes four shareholders for the firm, 
although the model could easily be expanded to j shareholders, 
with the principal restraint on the size of j being increas­
ing computational complexity as j increases. Appendix A 
contains the corporation simulator written in basic FORTRAN 
(FLAG) language. The following representation of the model 
21 is in arithmetic and algebraic form. 
^^The notation used for variables is ^ere i = years 
1 - n, j = shareholders 1 - m, and k = identification of the 
v a r i a b l e ,  1 - 1 .  
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Simulator input The simulator receives information 
from three basic sources: (1) selected data from the i-th 
year's linear programming matrix, (2) specified variable 
levels from the i-1 year's simulator, and (3) values of 
exogenous variables from magnetic tape in accordance with a 
predetermined combination or pattern. These data and the 
endogenous variables and structural framework of the simu­
lator provide the necessary elements for simulation of the 
legal form of business organization. 
Data from linear programming matrix The linear 
programming matrix for the i-th year provides specified in-
22 formation to the simulator via the main computing program. 
The simulator receives ^ post return to fixed factors ; 
and levels of hog activities, P^^, P^g, and P^g, 
190 194 
which are referred to in the simulator as X. to X. X X 
23 
respectively. 
Data from prior year's simulator Adequate inter-
year linkage necessitates transmittal of specified information 
99 
The master program is given in basic FORTRAN language 
in Appendix A. 
23 The levels of hog activities are needed in the simu­
lator to determine long-term capital gains taxation. Gains 
attributable to sows held for breeding purposes and held for 
twelve months or more are eligible for net long-term capital 
gains treatment. I.R.G. s 1231. The level of hog activity 
PçQ (continuation of Pic, hogs III) is not transmitted to the 
simulator because sale of sows does not occur in that ac­
tivity. 
215 
from the i-th year's simulator to the i + 1 year's simulator. 
The variables whose values pass from one simulator to the 
next are as follows ; 
92 1. " current cumulative total of debt capital 
investments in the corporation by the j-th 
shareholder. 
93 2. ^(i-l)j " current deferred compensation fund value 
for the j-th shareholder. 
QA 
3. - corporate federal income tax paid. 
4. ,N - corporate state income tax paid. (i-1) 
.97 
(i-l)j 
  5. - taxable income received from the sale of 
corporate stock by the j-th shareholder. 
98 6. ~ nontaxable return of capital from debt 
investments in the corporation by the j-th 
shareholder. 
99 7. ~ debt investments of the j-th shareholder 
outside the firm generated by the model. 
8. " cumulative value of corporate earnings and 
profits before deducting dividends de­
clared, under regular method of taxation. 
9. - cumulative value of corporate undistributed 
taxed income, under Subchapter S method of 
taxation. 
109 
10. ^(i-l)j " nontaxable return of capital to the j-th 
shareholder from sale of corporate stock. 
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under regular method of taxation. 
11. ^(i-l)j ' nontaxable return of capital to the j-th 
shareholder from sale of corporate stock, 
under Subchapter S method of taxation. 
12. " federal income tax paid by the j-th share­
holder, under regular method of income 
taxation. 
1 -1 Q 
13. ~ federal income tax paid by the j-th share­
holder, under Subchapter S method of in­
come taxation. 
139 14. " current aggregate income tax basis of corpo­
rate stock held by the j-th shareholder, 
under regular method of taxation. 
15. " current aggregate inccraie tax basis of corpo­
rate stock held by the j-th shareholder, 
under Subchapter S method of taxation. 
16. ~ amount of property other than corporate 
stock available for distribution to the 
j-th shareholder from the estate of share­
holder number one (shareholder with great­
est probability of death) upon final set­
tlement of the estate, under regular method 
of taxation. 
179 17. ~ amount of property other than corporate 
stock available for distribution to the 
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j-th shareholder frcm the estate of 
shareholder one (shareholder with great­
est probability of death) upon final 
settlement of the estate, under Subchapter 
S method of income taxation. 
Data provided exogenously The simulator receives 
substantial amounts of data from sources exogenous to the 
linear programming matrix and the simulator. Among these 
data are the variables entered at selectively varying levels 
for each computer solution or run of the model. These ex­
ogenous variables are as follows: 
1. - real property taxes. It is assimed that taxes 
on real property acquired in the course of the 
program are included in the cost thereof. As 
a simplifying assumption, real property taxes 
are considered as paid during the first quar­
ter of the year after accrual. 
2. x| - personal property taxes. Like real property 
taxes, it is assumed that personal property 
taxes are paid during the first quarter of 
the year after accrual. It is further assumed 
that personal property taxes on property pur­
chased in the course of the program are in­
cluded in the cost thereof. 
3. X^ - insurance against loss of property by insurable 
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means, and insurance indemnifying the firm a-
gainst tort liability. 
4. x7 - employee fringe benefits of a fixed cost nature, 
e.%., health and accident plans and group term 
life insurance. 
Q 
5. - corporation annual fees imposed by the state. 
Q 
6. - debt financing charge for obligations secured 
by real property including payments of princi­
pal and interest. Later calculations separate 
the interest and principal increments. 
7o new corporate investment eligible for extra 
first year twenty per cent depreciation de­
duction.^^ 
12 8. • depreciable property eligible for applica­
bility of the double declining balance method 
25 
of depreciation. 
13 26 9. X^ - amortizable incorporation expenditures. 
24 e 
I.R.C. s 179. This provision was actually effective 
during years i = 6-10 for this study. 
^^I.R.C. i 167(b)(2). This provision was actually ef­
fective during years i = 2-10. 
^^Prior to 1954 a split of authority existed as to 
whether organizational expenditures could be amortized over 
the life of the corporation. By the view most favorable to 
taxpayers, such expenditures could be amortized only if corpo­
rate life was for a specified period; otherwise, no deduction 
was permitted in any event. The 1954 change in the law per­
mits deductibility for income tax purposes of eligible or­
ganizational expenditures over the first sixty months of 
corporate life or a longer period. I.R.C. § 248. 
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10. - depreciation allowable on depreciable property 
under methods other than the double declining 
27 balance method. 
11. - annual compensation paid to the j-th shareholder. 
19 12. X^j - annual rental paid for property leased to the 
corporation by the j-th shareholder. 
13. X^9 - the fraction of outstanding stock owned by the 
28 j-th shareholder, 
14. X^j - consumption of the j-th shareholder for the 
29 i-th year, exogenously determined. 
15. xtT - exemptions from federal income tax available 
30 
to the j-th shareholder. 
16. xff - exemptions from state income tax available to 
31 the j-th shareholder. 
17. x9j - amount of corporate stock made available for 
purchase by the j-th shareholder. 
2^See I.R.C. s 167(b). 
28 In this study, most computations involving transactions 
concerning corporate stock are based upon fractional or deci­
mal amounts or the aggregate and not upon numbers of shares. 
29 Consumption is treated as endogenously determined in 
some rtws, in which case X£j beccmes the consumption variable 
and XJj is set equal to zero. 
i 151. 
31see Iowa Code § 422.12 (1962). 
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78 
18. - amount of dividends declared by the corpora-
•50 
tion in the i-th year. 
79 19. Xj^ - cumulative amount of dividends declared by the 
33 
corporation. 
81 20. Xjg^ - a predetermined constant based upon original 
aggregate stock value plus changes in value 
of inventory property other than that attribut­
able to reinvestment of earnings. 
82 21. X^ - ^  where Z equals the number of shares of corpo­
rate stock issued and outstanding, 
83 22. X.. - original aggregate tax basis of corporate stock 
35 held by the j-th disinvesting shareholder. 
90 23. X^ - principal amount paid on debt capital secured 
by real property in the i-th year, 
96 24. X:j - outside income of the j-th shareholder not 
affected by the model. 
dividend declarations are endogenously determined in 
some computer runs. See equations 18 and 75 infra. 
^^See ibid. 
is net of debt secured by real property, and non 
real esèate debt is assumed herein to be repaid eachgyear be­
fore simulation computations commence. Therefore, X^^ is a 
net amount. 
o c 
This figure is directly applicable for the regular 
method of corporate income taxation. For adjustments for the 
Subchapter S method of corporate income taxation see X99 
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25. - number of shares of corporate stock issued 
36 
and outstanding, 
106 
26. - amount of corporate stock made available by 
shareholder number one for purchase by other 
shareholders in the i-th year. 
yl06 Y69 . y69 , Y69 
^il i2 ^  i3 ^  ^14 
117 27. X^ - cumulative amount of principal paid on debt 
capital secured by real property. 
119 
28. X^ - interest rates at level a. This is the ap­
proximate rate of interest actually paid for 
debt capital for production purposes in the 
i-th year. 
120 
29. X^ - interest rates at level 3. This rate is one-
half of one per cent less than rate or. 
121 30. X^ - state corporation incane tax rates. 
122 31. X. - state individual incane tax rate on the first 1 
1,000 dollars of taxable income. 
federal corporate inci 
lowest marginal rate. 
federal individual in< 
lowest marginal increment of taxable income 
123 32. X^ - ome tax rates at the 
33. X^^^ - come tax rates at the 
36 
It is assumed herein that the corporation has outstand­
ing only one class of stock. Modifications in the model for 
multiple classes of stock could be made at the cost of addi­
tional cCTQputational complexity. 
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for husband and wife filing jointly. 
125 34. - federal individual income tax rates on the 
next to lowest marginal increment of tax­
able income for husband and wife filing 
jointly. 
126 35. - federal individual income tax rates on the 
third from lowest marginal increment of tax­
able income for husband and wife filing 
jointly. 
127 36. X^ - federal individual income tax rate on the 
fourth from lowest marginal increment of 
taxable income for husband and wife filing 
jointly. 
128 37. X^j - average propensity of the j-th shareholder 
to consume out of current income. 
1 in 38. " fraction of stock transmitted by inter vivos 
gift to the j-th shareholder. 
39. X^j^ - value of noncorporate investments of the j-th 
shareholder not affected by the model. 
40. X^j^ - amount of life insurance proceeds includible 
in the estate of the insured j-th share-
37 holder for federal estate tax purposes. 
41. xlj^ - proportion of the j-th shareholder's property 
S^See I.R.C. § 2042. 
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passing to the surviving spouse upon death. 
162 
42. - number of children of the j-th shareholder 
sharing in the nonspouse portion of j-th 
shareholder's property. 
169 43. X^j - proportion of corporate stock passing to the 
j-th shareholder by inheritance upon death 
of shareholder number one. 
44. X^j^ - value of property owned by the spouse of the 
j-th shareholder and not included in the j-th 
shareholder's estate. 
171 45. X-^j - proportion of the j-th shareholder's corporate 
stock owned by the wife thereof. 
172 46. XX - miscellaneous assets of the j-th shareholder 
includible in his gross estate. 
170 
47. X^j - debts deductible from the gross estate of the 
j-th shareholder at death. 
48. X^7^ - capital available to the j-th shareholder 
from outside sources for investment. 
49. X&j^ - amount of the j-th shareholder's adjusted 
gross estate qualifying for the marital de­
duction.^^ 
180 50. Xtj - amounts of property receivable by the surviv­
ing spouse of the j-th shareholder as surviv-
^Ggee I.R.C. § 2056. 
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ing joint tenant, not including amounts 
previously attributable to the surviving 
apouse by virtue of prior ownership. 
181 51. - rate of individual federal income tax on the 
next to the lowest increment of taxable in­
come under the Revenue Act of 1964, for hus­
band and wife filing jointly. 
182 52. - rate of individual federal income tax on the 
third from lowest marginal increment of tax­
able income under the Revenue Act of 1964, 
for husband and wife filing jointly. 
183 53. X^ - rate of individual federal income tax on the 
fourth from lowest marginal increment of tax­
able income under the Revenue Act of 1964, 
for husband and wife filing jointly. 
184 54. X^ - rate of corporate federal income tax on the 
second increment of income. 
185 55. Xj^j - coefficient for computing estate settlement 
costs to allow for surety bond costs for 
appropriate j. 
186 56. X^ - ex post price per pound of smooth sows for 
activity 
187 57. X^ - ex post price per pound of smooth sows for 
activity 
58. X^^^ - ^  post price per pound of smooth sows for 
225 
activity 
189 59. - ex post price per pound of smooth sows for 
activities and P^^. 
195 60. - insurance proceeds not includible in gross 
estate of the j-th shareholder but payable 
to surviving spouse, 
61. X^j^ - value of real estate owned by the j-th share­
holder net of debt obligations thereon. 
197 62. Xj^j - proportion of income passing to the j-th 
partner in noncorporate plans. 
Simulator structure The computational structure of 
the simulator is divided into three divisions. Division I 
relates to computations applicable to both the regular and 
Subchapter S methods of corporate income taxation. Division 
II involves the computations relevant to the regular method 
only; Division III refers to computations unique to corpo­
rations taxed under Subchapter S of the Internal Revenue 
Code. 
Division 2 Sufficient similarity exists between 
regular and Subchapter S corporations to warrant joint use of 
a portion of the simulator. That segment of the simulation 
structure is given in the following formulations which are in 
order of computation. 
226 
COTipute allowable total depreciation for the firm, 
xlO . .20 + .20 X12^,2.10) + (1) 
subject to .20 X^^ ^  2,000 
OQ O 
Compute total fixed costs for the firm, Xi 
3 k 4 . Xk (2) 
Ccmpute net profit of the firm,^® X^ 
^i = %i - %i - (%i^*) (10,000) (3) 
39 Linear programming conventionally considers only 
variable costs. Therefore, fixed costs must be determined 
and subtracted dehors the linear programming matrix. It 
is assumed that to the extent fixed cost payments are based 
upon the price system, the payments accord with marginal 
productivity compensation principles. For some fixed 
costs, e.g.. real and personal property taxes, the de­
cision makers do not have latitude in the short run to 
make an economic determination of the payment on marginal 
productivity bases. In the long run, choices are open to 
the decision makers to select a strategy minimizing or a-
voiding such costs by choice of form of resource use, choice 
of occupation, or choice of geographical location. 
40 It is assumed that the firm has, on the average, 
$10,000 of uninvested capital for current transactions. 
The linear programming computations assume complete invest­
ment of all funds. Therefore, the interest on the assumed, 
amount of idle funds is deducted from firm income herein. 
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Y16 
Cranpute social security tax paid by the corporation,^^ 
x}f =0 for i = 1, 2 (4a) ij 
- .04 xj^Y for i = 3, 4 X^Z < 4200 (4b) 
X^l « .045 xj^^ for i = 5, 6 X^J ^ 4200 (4c) 
X^l = .05 X^7 for i = 7 X^Y ^ 4800 (4d) 
X^l = .06 xj^j for i = 8, 9 X^Y < 4800 (4e) 
= .0625 xj^j for i - 10 xJJ ^ 4800 (4f) 
Obtain the current cumulative total of debt capital in­
vestment in the corporation by the j-th shareholder,^^ X^ 
It is assumed that the entire amount of social se­
curity tax, both the employees' and employer's share, is paid 
by the corporation and deducted from corporate gross income. 
Social security taxes paid by a corporation are deductible for 
income tax purposes as costs of doing business, vAiereas such 
taxes are not deductible by employees or self-employed tax­
payers, I.R.C. |§ 162(a), 164(b), 3502. If a corporation 
pays an employee s share of social security tax, without de­
ducting it from the employee's ccmpensation, that amount is 
also deductible by the corporation but it constitutes addi^ 
tional coapensation to the employees. Mim. 5319, 1942-1 Cum. 
Bull. 60; I.T, 3154, 1938-1 Cum. Bull. 113. For inclusion of 
the employees share in their gross income, see formulation of 
x|^ and X^? at equations 23 and 81 infra respectively. 
^^The simulator is constructed such that debt capital in­
vested in the corporation by shareholders as creditors may ei­
ther be repaid annually on the last day of the firm's fiscal 
rear or the debt capital investment may be permitted to accumu-ate fran year to year without necessarily having a repayment 
on the last day of the fiscal year. The use of the model in 
this study assumes annual repayment of debt capital, with X?^ 
therefore reflecting only the prior year's debt capital ^ 
investment in the firm. 
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4j = (5) 
Ccanpute the interest payable to the j-th shareholder on 
debt capital invested in the corporation during the prior 
year,« xj» 
C'ij) (6) 
Canpute the current deferred compensation fund deduc-
20 
ij tion for the j-th employee-shareholder,^^ X?9 
xg = .15 kI] (7) 
Compute corporate taxable income, 
^^The variable X?^ may be negative for any j due to con­
sumption by the shareholder's family in excess of spendable in­
come. The corporation is not required herein to reflect loans 
to the shareholders in such case, inasmuch as it is assumed 
that the corporation is not operating under exogenous capital 
rationing and could borrow money at X^ ' rate of interest for 
lending to shareholders, with the interest received just off­
setting the interest paid. Such interest paid by the share­
holders is not deductible for income tax purposes because of 
the assumption infra that each shareholder claims the stand­
ard deduction and does not itemize dedutions for income tax 
purposes. A negative X^j is set equal to zero for purposes 
of later computations. 
^^It is assumed that a contribution of 15% of compensa­
tion to employee-shareholders is paid to the deferred compen­
sation fund by the corporation. See I.R.C. § 404(a)(3)(A). 
See Harl, Selected Aspects of Employee Status in Small corpo­
rations , 13 Kan. L. Rev. 23 (1964). The simpTTfying assump­
tion is made that ccmputations relating to participation in 
the plan by nonshareholding employees are parallel to but in­
dependent of calculations herein. 
^^X^^includes net long-term capital gains income. 
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rl5 
4-
m m m m 
2 xj-f + S + S XÎ"? + S xJ9 
ij j=l j=l iJ j=l 
(8) 
+ X^° 
Compute deferred compensation fund value for each share­
holder employee as of the i-th yearX^? 
a - + 4 " ) + 4 °  (9) 
Compute total deferred cmnpensation fund value as of the 
i-th year, x|^ 
m 
4' = jEi 4j (10) 
Compute the amount of total deferred compensation plan 
funds available for lending to the corporation,^^ X?^ 
.24 
.5 X 23 (11) 
It is assumed that the deferred compensation plan pro­
vides for immediate vesting of fund contributions in the 
beneficiaries. 
^^It is assumed that one-half of the deferred compensa­
tion plan fund could, with adequate security given, be loaned 
to the firm as debt capital. See Harl, supra note 44, at 42. 
The debt capital amount, transferred as X^^l, serves as an in­
put for debt capital borrowing activity of the i + 1 yearfe 
linear programming matrix and enters the matrix at It 
is further assumed that such debt capital is repaid to the 
deferred compensation fund annually. Fund capital not in­
vested in the corporation as debt capital is assumed to be 
invested outside the corporation. 
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Compute corporate net long-term capital gains income,^® 
y30 
^i 
= (400) + (2X^^^)(X^®^) + (xl92) 
(X^**) + (xl93)(xlG9) + 
Division II The structure of the simulator in 
this division is designed to portray the corporate legal 
framework under the regular method of income taxation. 
Obtain the amount of state corporation income tax paid in 
year i - 1, X^^ 
xf . (13) 
Compute the federal income tax bill for the corporation 
i n  t h e  i - t h  y e a r X ^ ^  
X^^ = (xl^3)(Xi^ - X^^ - X^O) + xlG4 (x^ - X^^ - x|° -
25,000) + .25X^° 
48 It is assumed that sows constitute the only asset 
sold that is eligible for treatment as a capital asset in­
sofar as gains are concerned. In hog activities, sows are 
retained for two litters each and then are smoothed up and 
sold. Boars are sold before becoming eligible for treat­
ment under I.R.C. 1 1231, and losses are treated as ordinary 
losses. It is further assumed that sows are raised, are 
sold at a weight of 400 pounds, and have an income tax basis 
of zero. 
40 
Each product in the equation must be greater than or 
equal to zero. 
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Obtain the amount of federal corporate income tax paid 
in year 1-1, X?® 
4^ - (15) 
Compute the state inccme tax bill for the corporation in 
the i-th year, 
= (Xl21)(xl5 _ x^G) (16) 
Cmnpute the total corporate income tax bill (federal 
25 
and state) for the i-th year, X^^ 
x25 , ^ ^27 (17) 
For computer runs in which dividends are endogenous ly 
determined, compute the amount of dividends declared in the 
i-th year,^° 
xj® = .10 (X^S _ x^) (18a) 
X^® = .40 (X^S - X^^) (18b) 
For computer runs in which dividen ds are endogenous ly 
determined, ccsnpute the cumulative amount of dividends 
In th&nmodel, dividend declaration may be considered 
as exogenously determined as a fixed amount annually, or as 
endogenous ly determined as a proportion of corporate inccxne 
after incone taxes have been paid. The choice of a dividend 
policy in a particular run between four levels of fixed, 
exogenous dividends and two levels of variable, endogenous 
dividends is made in the FORTEIAN program. See i^pendix A. 
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paid,xj' 
xj' - .10 (X^°2i) +xP - X^) (19a) 
xj® = .40 (X(5°j.y + X^5 . x25) (19b) 
Conpute the amount of retained corporate earnings for 
expansion after payment of taxes, dividends, and debt capi­
tal obligations, 
X^^ = X^^ - X^ - X?® - x|° (20) 
Ccmpute the taxable inccme of the j-th shareholder fron 
36 
exogenous sources and from the sale of corporate stock, X^^ 
+ 4Li)j (21) 
Obtain the amount of outside debt capital investment of 
37 
the j-th shareholder which is generated by the model, X^^ 
4] - ^ (i.i)j ' (") 
Ccmpute the total taxable inccxne of the j-th shareholder 
in the i-th year,5% x^j^ 
Slgee ibid. 
52 The following conditions are placed upon the formu­
lation ; " I— *!-> -jQ —1 
(a) [(X)(X( ) - 5(^ ^0 (the term ccaaputes the 
allowable dividend exclusion under pre-1964 tax law --see 
l.R.C. 1 116; changes to reflect the post 1964 tax law on 
dividend exclusions are made in the main program for ap­
propriate ccxnputer runs). (Footnote continued on next page.) 
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x|? - .5 xj;® + + x^® + + xf| + (xp°)(x|?) + 
[(Xy) (X?*) - 5(^ 
(23) 
For computer runs in which consumption by the employee-
shareholders is endogenously determined, compute consumption 
32 
ij by the j-th shareholder in the i-th year,^^ 
xfj = (X^l®) (xfp (24) 
Ccmpute deductions of the j-th shareholder for federal 
inccme tax purposes in the i-th year X^? 
X^l = .10 X^? subject to X^| ^  1,000 (25) 
Compute the amount of federal income tax paid by the 
(Footnote continued) (b) The element (-50) in the above 
term must be (-100) for j = 1; (-50) for j = 2, 3; (-250) 
for j = 4. In year i = 1, that element should be set equal 
to zero for all j. The element (-50) is set equal to (-250) 
for j = 4 because of the assumption that all nonfarm heirs 
are aggregated as shareholder number four and because of the 
further assumption that each shareholder could claim the full 
dividend exclusion. The element is set equal to (-100) for 
j = 1 because both husband and wife of j - 1 own stock in 
the corporation. 
CO 
In some computer runs, consumption is determined 
exogeneoaly and the level thereof is supplied by Xgl, with 
Xjj® set equal to zero. ^ 
^^It is assumed that each shareholder claims the stand-
are deduction and does not itemize deductions. I.R.C. s 
141. 
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j-th shareholder on Income earned In the 1-th year 
«43 ^44 ^46 y46 *210 
^Ij» ^Ij» ^Ij» ^Ij» ^Ij 
- Xij - X^j) - .04 [(xJ®)(X^O) - 5^(26a) 
X??^ = (X^^^)(X^^ - X^j - X^ - 1,000) (26b) 
^Ij^ " (X^®^)(X|^ - X^j - X^l - 2,000) (26c) 
X?9^ = (X^®3)(X|^ - X^j - X^l - 3,000) (26d) 
^Ij " ^li^ + X^°^ + X^®^ + X^9^ (26e) 
41- - 4 1  
„48 
• 
- 4,000) (26f) 
- 4 ]  
.48 
-
- 8,000) (26g) 
41 = 
-41 
.48 
- 12,000) (26h) 
^^The following conditions are placed upon the formula­
tion: l~ 7» An ~I 
(a) .04 (X^ )(X^V) - 5(^ ^  0 (the term computes the 
dividends received credit under pre-1964 tax law — see I.R.C. 
s 34; changes to reflect the post 1964 tax law on the dividends 
received credit are made in the main program for appropriate 
ccaaputer runs). 
(b) See part (b) of note 52 supra. 
(c) [(XP)(X^°) - 5(f| ^ .04 (X^ - x|] - X^|) except for 
j = 4 in which case no limit is placed on[X^8)(x^) - 5Ô]. 
(d) In each of the equations, the solution must be grea­
ter than or equal to zero. 
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The following equations were added in the conputer 
program to handle the taxation of larger incomes:^^ 
TEMl - (C0N5) (x|? - xJJ - - 16,000) (261) 
TEM2 - .04 (x|? - X^j - X^l - 20,000) (26j) 
TEM3 = (C0N6) - X^j - xj| - 24,000) (26k) 
TEM4 = (C0N5) (x|? - X^7 - X^? - 28,000) (261) 
TEM5 = .03 (X^^ - X^^ - X^® - 32,000) (26m) 
TEM6 =• .03 (xj? - - X^f - 36,000) (26n) 
TEM7 - .03 (x35 - X^^ - X^| - 40,000) (26o) 
TEM8 = (C0N7) (X^? - X^7 - X^? - 44,000) (26p) 
TSMg - .03 (X^? - X^? - X^? - 52,000) (26q) 
TEMIO = (C0N7) (X^? - X^? - X^? - 64,000) (26r) 
XjlO » TEMl + TEM2 + TEM3 + TEM4 + TEM5 + TEM6 + TEM7 + 
. ^ (26s) 
TEM8 + TEM9 + lEMlO 
Compute deductions of the j-th sh^eholder for state in-
Limitations on computer storage capacity preclude use 
of additional subscripted and superscripted variables for the 
additional equations. Values for the variables C0N5, C0N6, 
and C0N7 are provided in the FORTRAN program such that they 
are applicable both to the marginal rates of pre-1964 tax 
law and the marginal rates under the Revenue Act of 1964. 
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*57 SS 
come tax purposes in the i-th year, X^j 
- .05 x|^ subject to X^ ^  250 (27) 
Compute the state income tax paid by the j-th share­
holder on income earned in the i-th year,^® ^ ij» ^ij* ^ ij* 
y53 Y54 
^ij ' ^ij 
xfo = 
-
yll6 \ 
" %(i-l)j) (28a) 
4} -
y116 
" ^ (i-l)j • 1,000) (28b) 
^ij ' (xp^)(x|5 «116 " *(l-l)j " 2,000) (28c) 
ij = yll6 
" \i-l)j " 3,000) (28d) 
,116 
• ^(i-l)j - 4,000) (28e) 
Compute the total income tax bill of the j-th share­
h o l d e r  o n  i n c o m e  e a r n e d  i n  t h e  i - t h  y e a r X ^ ?  
57 It is assumed that each shareholder claims the stand­
ard deduction and does not itemize deductions. 
^®Each of the solutions must be greater than or equal 
to zero. The formulation assumes a five-step marginal rate 
by $1,000 income increments. See Iowa Code § 422.5 (1962). 
^^The term in brackets must be greater than or equal 
to zero. 
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4 j  '  Xs ^  +  54 , g,  k=50 ""ij • *ij (29) 
Ccmpute the cumulative value of corporate earnings and 
Qrt 
profits before deducting dividends declared, 
xf - X(i2i) + (30) 
Ccmpute the value per share of corporate stock, 
xj^ = X^ (xGQ + xf- - x79) (31) 
Compute the amount of new investment by the j-th share­
holder in equity securities of the corporation,^® X^? 
' (^ij) (32) 
Compute the amount of new corporate equity capital dis­
investment by the j-th shareholder in the i-th year,^^ ^ il^ 
- .1^ <33) 
4 "  -  ' 0  
Ccmpute the portion of proceeds from the sale of corpo­
rate stock that is subject to income tax at ordinary 
^®If a shareholder cannot purchase the fraction of corpo­
rate stock represented by the variable X^t because of lack of 
current funds, xfj is permitted to reflect a purchase in any 
event, evidencing that the stock was purchased and immediately 
pledged to secure payment of the purchase price. 
^^It is assumed that only j = 1 disinvests equity capital. 
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rates, 
Xij ' .5 - (XÏ?*) (xg)j (34) 
COTipute the portion of proceeds from the sale of corpo­
rate stock that is not subject to income tax,^^ X^j 
X®| = - .0004 X^?^ (35) 
Ccanpute the amount of capital available for reinvest­
ment by the j-th shareholder in debt or equity securities 
y67 
y67 , y35 .98 . yiog y41 ^32 ^42 c yis . 
ij ij ^ (i-l)j ^  (i-l)j " ^ij ' ^ij " ^ ij ' ^ij 
62 It is assumed that gains from the sale of stock qual­
ify for net long-term capital gains treatment in the hands 
of the individual vendor. x|t is an input in the i + 1 
simulator as X??. 
^^The term .0004 X^^7 represents the federal documentary 
stamp tax on stock transfers which is levied at the rate of 
4ç per $100 of stock value, with a maximum tax of 8<? per 
share of stock. I.R.C. s 4321. X?7 is an input in the 
i + 1 year's simulator as • 
^^The following conditions are placed upon the forou-
lation.(^) See parts (a) and (b) of note 52 supra. 
(b) The product of (x]^^^)(Xj^j) is to be added only if 
X?^ is negative. The term therefore serves to reduce the 
j-th shareholder's capital available for reinvestment by the 
amount of interest paid on the amount by which consumption 
exceeds available inccxae. 
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(36) 
Xij* + Xi" + {x"®) (X?j) + |(xJ°)(x^®)J - (xJO) 
(xj®) - 50] . 
Compute the amount of capital available for new debt 
capital investment in the corporation by the j-th share­
holder/^ xJ9 
' ^ij - ^ij (37) 
Cmnpute the amount of new investment by the j-th share-
fifi 76 
holder outside the corporation, 
^ij ' ^ij " ^ij • ^ij (38) 
Obtain the amount of debt capital available for invest­
ment in the corporation by the j-th shareholder for year i + 
1 67 y92 
1, Xij 
^ii go negative and, if it does, indicates a loan 
from the corporation or causes a return of previous debt in­
vestment, ir any, in the corporation. 
In accordance_^th economic theory of resource alloca­
tion, the value of should be deducted only if the rate of 
return on investments in the corporation equals or exceeds the 
return on comparable external investments. The simplifying as­
sumption is made herein, for ccmputational purposes, that all 
capital made available to the corporation by shareholders will 
be borrowed by the corporation. It may be provided, with some 
modification in the model, that X£§ could go negative, thus 
evidencing a loan frm an outside creditor. It is assumed 
that the income from outside investments is net of suchiin-
vestment costs as brokerage fees. 
^^Under this formulation, debt coital is repaid to share­
holder creditors on the last day of each fiscal year. 
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4j " 4j (39) 
Compute the cumulative total of debt capital invested 
in and available for investment in the corporation by the 
j-th shareholder for year i + 1,^® X^? 
+ 4j (40) 
Obtain the deferred ccmpensation fund value for the j-th 
shareholder's interest for year i + 1,^^ 
(41) 
Obtain the amount of federal corporate incœne tax paid 
QA 
for the i-th year for transmittal to year i + 1, X^ 
X^^ » X^^ (42) 
Obtain the amount of state corporate income tax paid 
9S for the i-th year for transmittal to year i + 1, x^ 
X?^ • (43) 
Obtain the amount of the j-th shareholder's taxable in-
ccxae from the sale of stock after the close of the i-th year 
97 for transmittal to year i -f 1, X^j 
(44) 
^nder this formulation, debt capital is not repaid to 
investing shareholder-creditors each year, but is accumulated 
from year to year. 
Upon death of the j-th shareholder, X^^ =» 0. 
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Obtain the amount of nontaxable return of debt capital 
to the j-th shareholder from corporate investment for trans-
98 
ij mittal to year i + 1,^^ xf? 
= xJ9 (45) 
Compute the value of outside debt capital investments of 
the j-th shareholder generated by the model for transmittal to 
year 1 + 1, x|? 
4j ° 4j + "ij (46) 
Obtain the cumulative value of corporate earnings and 
profits, before declaration of dividends, for transmittal 
100 to year i + 1, 
X^OO = x|° (47) 
Compute the amount of federal individual income tax paid 
by the j-th shareholder in the i-th year for transmittal to 
year i + 1, X^?^ 
x^. + X^IO (48) 
k=43 
Obtain the amount of nontaxable return of capital to the 
109 j-th shareholder for transmittal to year i + 1, X^^ 
y109 , Y86 
*ij ^ij (49) 
This formulation deals with positive values only if 
debt capital is returned to the shareholder-creditors each 
year. 
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Obtain the amount of debt capital available for invest­
ment in the corporation from the deferred compensation plan 
for transmittal to the linear programming matrix of year 
i + l/: x"! 
(50) 
Obtain the amount of new debt capital investment in the 
72 113 
corporation by the j-th shareholder, 
xH^ = xj? (51) 
Obtain the amount of federal income tax paid by the j-th 
shareholder in the i-th year for transmittal to year i + 1, 
y116 
ij 
- X^°^ (52) 
Compute the sum of corporate expenditures to be de-
73 ducted from capital supply at the beginning of year i + 1, 
^^The variable enters the linear programming matrix at R50, 
cannot be negative due to computational problems 
generated by negative elements in the B vector of the linear 
programming matrix. Upon death of the j-th shareholder, X^l^ 
is set equal to zero. The values for xit^ enter the i + 1 
year's linear programming matrix at , R^g» and R^g, 
under the assumption that j = 1, ..., 4. 
73 129 
The value of X4 is deducted from capital supply in 
the main program and the difference entered at Ro of the i + 1 
year's linear programming matrix. The term [3l.32(Xj" - X^^)]] 
represents the extent to which machinery and equipment acqui­
sition costs have exceeded allowable depreciation. The term 
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Y129 
m 
rl29 
? m 
2 + 1.32 (xjO - xP) + xP + S + 
^ ^ —1 11 
m 
j=l 
S x^? + S v20 _L ^25 v78 r^ll9. 
j=l j 
• ^  XJ^ + XJ-' + X[° + (Xj"-')(10,000) 
(53) 
Compute the current aggregate income tax basis of corpo­
rate stock held by the j-th shareholder,^^ ^ ij^ 
y131 _ yl39 
^il ~ *(i-l)l 
— m 
s (x"®)(x®f) j=2 " - (xJ5®)(x®?) 
(54a) 
'il' 
41^ " X(i!i)2 +41 + (X^|°)(x||) + (xjjf)(xi05)(xTi)^^*^^ 
^13^ ' ^a-l)3 +^^13 + (xjj°)(Xii) + (xjj9)(xj45)(x7lf^*^') 
X^^^ - + 4! + (xJ;|®)(X®J) + (xl*9)(xl05)(x71) 
Ccmpute the amount of state individual Income tax paid 
b y  t h e  j - t h  s h a r e h o l d e r  i n  t h e  i - t h  y e a r ^ i j ^  
Upon death of the j-th shareholder (indicated by X.. >0 
for any j) the following formulation obtains (assume J 
j = 1 for purposes of exposition). 
=• (Xyb(-6558)(x^)(x^°^)(xjb + (.3273) 
CxJfXxg)) - (Xlf)(x83)^ 
7 5 1 qO 
Xy must be greater than or equal to zero. 
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54 
- 4} (55) 
Compute the total incane tax bill for the firm and share-
1 qq 
holders in the i-th year, 
27 m 
= z + 2 xt? (56) 
^ k=26 ^ j=l 
Compute the value of the j-th shareholder's equity in-
137 
vestment in the corporation, 
Xy' (x*9) (xjb (57) 
Canpute the increase in inccsne tax basis of corporate 
stock due to the death of the j-th shareholder, X^j^ 
x^ ^  ^ - X ?^^  - xgl (58) 
Obtain the current aggregate inccme tax basis of corpo­
rate stock held by the j-th shareholder for transmittal to 
year i + 1, 
Xl39 , yrl31 
ij ij (59) 
Ccaapute the net worth of the j-th shareholder in the i-th 
year, X^*^ 
X^j^ - xj^^ + X^^ + X^^ + X^j + X^^5 + x^j^ - X^P 
Compute the gross estate of the j-th decedent shareholder 
for federal estate tax purposes,X&^^ 
^^It is assumed that prior gifts by the j-th shareholder 
were not made in contemplation or death. See I.R.C. s 2035. 
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> (61) 
Compute the gross estate of the j-th decedent share-
149 holder for state inheritance tax purposes, X.. (62) 
- (xl?l)(xl37) 
Compute the costs of estate settlement for the j-th de­
cedent shareholder,^^ X^j^ 
=. 1590 + (XÎ;?5)(XÎ;^®) (63) 
Compute the adjusted gross estate for the j-th decedent 
shareholder,78 X^^^ 
Xij^ = 4j^ • ^ij^ (64) 
Compute the taxable estate of the j-th decedent share-
X^^^ = (1. - - 60,000 subject to X^^ ^  .5 
77 The formula is based in part upon fixed rates of cost 
and is taken in part fron Lanpher, Problens and Implications 
of Intra-Family Farm Property Transfers in Grundy County. Iowa, 
(Iowa State University unpublished Ph.D. dissertation, 1955). 
Under Iowa law, the combined fee for ordinary attorney s and 
executor's services is 12% of the first $1.000 of probate in­
ventory, 8%-of the next $4,000 and 4% of all over $5,000. See 
Iowa Code ss 638.23, .24 (1962). Fiduciary bond premiums, 
court costs, and expenses of last illness, death, and burial 
constitute most of the remainder of estate settlement costs. 
^^ij^ must be greater than or equal to zero. 
7Q 155 
X^j must be greater than or equal to zero. 
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Compute the federal estate tax due (before credits) 
frmn the estate of the j-th decedent shareholder,®® 
^Ij^ - .03 + .04 (X^^^ - 5,000) + .04 (X^?^ -
- 10,000) + .03 (X^?^ - 20,000) + .04 - 30,000) + 
.04 (xj^^ - 40,000) + .03 (X^^^ - 50,000) + .03 -
60,000) + .02 (xj^^ - 100,000) 
Compute the federal estate tax due after allowance for 
81 
credit for state inheritance and state estate taxes paid, 
yl59 
ij 
^ij^ - - [7008 (X^?^ - 40,000) + .008 (X^?^ -
90,000) + .008 - 140,000)] 
Canpute state inheritance tax due from the estate of the 
j-th decedent shareholder for property passing to the sur-
82 163 
viving spouse and children X^^j 
80 Each product in the equation must be greater than or 
equal to zero, 
®^ach product in the equation and the quantity in brack­
ets must be greater than or equal to zero. See X.R.C. 1 2011. 
82 
The amount within each bracket, both inner and outer, 
in the formulation, must be greater than or equal to zero. If 
X^?^ <.008 (X^j^ - 40,000)(Footnote continued on next page.) 
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xj" - [(.01) [cxi|^)(xï^' - . 40,00^+ 
(.01) [Xy^) (Xy® - X^?' - xl51) - 50,00^ + (.01) Rx^^) 
(xj^® - X^j® - xj|^) - 65,00^ + (.01) [Xy^) (X^^® - xjj5 -
xj?^) - 90,00^ + (.01) (jxJI^) (x^^® - x][?® - xj|^) -
i4o,oogJ + |-oi> |(i- - Xyb (xj^® - x^?® - x^j^) -
(15,000) (xj;!^)] + (.01) [(1. - xj|^) (X^*® - xJ59 . xl51) _ 
(15,000) (X^l^) - lo.oooj + (.01) [(1. - xj|^) (X^^® - xj^® -
xj|b - (15,000) (X^?^) - 25,000]+ (.01) [(1. - xj®^) (X^*® -
Xij' - ^ ij^) - (15.000) (X^®^) - 50,00^ + (.01) [(1. - X^®'-) 
(y' - x][^' - X^^'-) - (15,000) (xj?^) - 100,00^ 
(Footnote contimied) + ,008 (X,?^ - 90,000) + ,008 (X,^^ -
140,000) • '•J 
then is to be set equal thereto. If X^? is greater than 
Ij 153 
or equal to the quantity indicated, then X^j is to be 
taken at its computed value. This test is made to determine 
whether it is necessary to levy additional tax at the state 
level to take advantage of the full federal estate tax credit. 
See, e.g.. Iowa Code s 451.2 (1962). 
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Compute the total amount of estate and inheritance 
taxes due frcm the estate of the j-th decedent shareholder, 
xl65 
(69) 
Compute corporate net worth, 
= 2 xl37 (70) 
1 j-1 
Canpute the amount of property other than corporate stock 
available for distribution frcm the estate of the j-th de­
cedent shareholder upon final settlement of the estate after 
simulated death for sane j (death of shareholder number one 
only is simulated in this study), X^^^ 
xl7* = X^J^ - jx^^° + X^^^ + X^^l + (71) 
Compute the amount of property other than corporate 
stock available for distribution to the j-th shareholder from 
the estate of shareholder number one upon final settlement of 
the estate after simulated death of shareholder number one, 
yl77 
ij 
' (^ij^) (72a) 
f-f yl61\ fyl76\ 
x"'- ( • " ^ ^ ' • (72b) 
,162 
il 
,177 . (1- - 4?') 4'') 
" -rs2 
^11 
249 
y.198 
,177 . (1. - xip) (x|'6) (5) 
3^4 332 ^ 
^il 
QO 
CŒnpute the limitation on capital borrowing in i + 1, 
= .6 (xlG7) (73) 
Division III The structure of the simulator in 
this division reflects the corporate legal framework under 
the Subchapter S method of income taxation. 
Set the following variables equal to zero: 
X?^ X?^ (74) 
X?^ x|^ 
„27 y95 
i i 
y28 
^i 
For computer runs in which dividends are endogenously de­
termined, compute the amount of dividends declared in the i-th 
year,®^ 
83 It is assumed that debt capital may be borrowed to the 
extent of up to 60% of corporate net worth. X^ is trans­
mitted to of the linear programming matrix for year i + 1. 
^^In the model, dividend declaration may be considered as 
exogenously determined as a fixed amount annually, or as en­
dogenous ly determined as a proportion of corporate income after 
payment of income taxes. The choice of a dividend policy in a 
particular run between four levels of fixed, exogenous divi­
dends and two levels of variable, endogenous dividends is made 
in the FORTRAN program. See Appendix A. In order to conpen-
sate shareholders for the (Footnote continued on next page.) 
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- .30 (75a) 
xj® - .60 (X^) (75b) 
For computer runs in which dividends are endogenously 
Q C 
determined, canpute the cumulative amount of dividends paid, 
4' 
X^® - .30 (X(°2i) + Xi^ ) (76a) 
X^® = .60 (X^°°i) + xlS) (76b) 
Compute the amount of retained corporate earnings for 
esqpansion after payment of taxes, dividends, and debt capital 
obligations, 
- X?° (77) 
Ccmpute the taxable income of the j-th shareholder from 
exogenous sources and from the sale of corporate stock, X^? 
4 j + 4 L ) j  " 8 )  
(Footnote continued) approximate amount of additional tax 
paid by them, the following dividend is deemed to be de­
clared in addition to the fixed amounts specified for runs 
in which dividends are exogenous ly determined; 
xj® = .20 (X^S) 
It is noted that endogenous dividend declaration levels are 
similarly increased relative to dividend declarations under 
the regular method of income taxation, in order to compensate 
shareholders for the additional inccxne tax paid. 
G^See ibid. 
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Obtain the amount of outside debt capital investment of 
the j-th shareholder which is generated by the model, 
4j = 4Li)j <") 
Ccxnpute the amount of undistributed taxable income be­
fore declaration of dividends,X?? 
4j " (4^) (80) 
Compute the total taxable income of the j-th shareholder 
in the i-th year, xff (81) 
= .5 + x];] + + x^l + x|® + (xp°)(x37) + x^? 
For ccmputer runs in which consumption of the employee-
shareholders is endogenously determined, ccmpute consumption 
of the j-th shareholder in the i-th year,®^ X^? 
4j ° (4j) (82) 
Cmnpute deductions of the j-th shareholder for federal 
88 102 income tax purposes in the i-th year, X^j 
X^9^ = .10 jx?® - .5 (X^°)(X^®^ subject to s 1^000 
includes net long-term capital gains income. 
87 In seme ccmputer runs, consumption is determined exoge-
nously and the level thereof is supplied by x4f, with x}?* set 
equal to zero. ^ ^ 
Q Q  
It is assumed that each shareholder claims the stand­
ard deduction and does not itemize deductions. I.R.C% s 141. 
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Compute the amount of federal Income tax paid by the j-th 
shareholder on Income earned In the 1-th year,®^ X^?, X^?, 
^ * 1 j ' 1 j * 
y60 «61 v209 
*lj» ^Ij» *lj 
X^?^ = (xl24) (x38 _ - X^°^ - .5 (X^) (X^°) ) 
X^9^ = cx];®^) (X^? - X^j - - .5 (X^p (xf^) - 1^000) 
x^9^ = (x]^h (X^? - x^j - x\^^ - .5 (X^) (X^°) - 2^000) 
x?°^ = (x\^h (x|® - X^^ - xl^Z - .5 (X^°) (X^O) - 3^,000) 
y58 . Y205 . Y206 . -207 . «208 (G4e) 
^Ij ^Ij + ^ Ij + ^Ij + %lj 
(84f) 
- 4,000) 
(84g) 
- 8,000) 
(84h) 
The following equations were added In the computer pro-
90 gram to handle the taxation of larger Incomes: 
TEMl = C0N5 (X^f - xt^ - xj^^ - .5 (X^9) (xf®) - 16,000)^ ij ij ij XJ 1 
41 - (Xp5) (xif -4j „102 
- • 
• .5 (4j) (xf 
„60 
Xy - (xf «) (xff 
«102 
-*ij • • .5 al° 
„61 
= (xf 7) (4j 
„102 
• 
• .5 <x«) (x|° 
89 In each of the equations, the solutions must be greater 
than or equal to zero. 
90 Limitations on ccmputer storage capacity preclude use 
of additional subscripted and superscripted variables for the 
additional equations. Values for the variables C0N5, C0N6, 
and C0N7 are provided in the FORTRAN program such that they 
are applicable both to the marginal rates of pre-1964 tax 
law and the marginal rates under the Revenue Act of 1964. 
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TEM2 = .04 (X^? - - xj^°^ - .5 (X^) (x|°) - 20,000)^^ 
TEM3 = C0N6 (X^? - xjj - X^®^ - .5 (X^°) (x|°) - 24,000)^ 
TEM4 = C0N5 (X^? - X^J - X^°^ - .5 (X^®) (x|°) - 28,000)^ 
TEM5 = .03 (xf? - X^Z - xj^°^ - .5 (X^9) (x|°) - 32,000)*^ 
•reM6 = .03 (X^? - X^7 - xj^°^ - .5 (X^°) (x|°) - 36,000)°^ 
TEM7 = .03 (x|? - X^? - X^°^ - .5 (X^9) (x|°) - 40,000)°^ 
TEM8 - C0N7 (x|| - X*^ - X^°^ - .5 (x^9)(x|®) - 44,000Ç^ 
TEM9 = .03 (X^? - X^Y - X^9^ - .5 (xJ9) (x|°) - 52,000)^^ 
TEMIO = C0N7 (X^l - X^? - xj^9^ - .5 (x^9)(x|®) - 64,000)^ 
x|9^ = TEMl + TEM2 + TEM3 + TEM4 + TEM5 + TEM6 + TEM7 + 
TEM8 + TEM9 + TEMIO (84s) 
Compute deductions of the j-th shareholder for state in-
(85) 
91 49 
ccme tax purposes in the i-th year, X^j 
X^? = .05 1^1? - .5 (X^®) (X^®)^ subject to X^^ ^ 250 
Compute the state incoone tax paid by the j-th shareholder 
9^It is assumed that each shareholder claims the standard 
deduction and does not itemize deductions. 
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on income earned in the i-th year,^^ X??, X??, X^t x??, xj^ ij ij ij * ij ij 
41' 
X
 1 ,118 .5 
xg = (xl22)(x38 
- 4 ?  yll8 .5 {x^O)(xf ) -
II (Xl22)(x3^ yll8 
.5 (xJOjcxf") -
4 J - (xJ22)(x|® „U8 .5 (x^)(x|°) -
(xl22)(x3G 
-4! 
„118 
.5 (x^^)(xf°) -
(86a) 
(86b) )00) 
(86c) )00) 
(86d) )00) 
(86e) 
Compute the total Income tax bill of the j-th shareholder 
93 57 
on income earned in the i-th year, X^j 
61 
S  __ _ .  
k»58 
X^ + x^o* + 
66 
k=62 
yk y 56 (87) 
income 
Compute the cumulative amount of undistributed taxed 
94 ^ 88 
^Ï2 
41 ' ''(k-Dj + 41 - (88) 
Compute the cumulative amount of corporate taxable in-
92 Each of the solutions must be greater than or equal to 
zero. The formulation assumes a five step marginal rate by 
$1,000 income increments. See Iowa Code s 422.5 (1962). 
93 The term in brackets must be greater than or equal to 
zero. 
provides an aggregate adjustment in corporate stock 
basis (for transfer purposes) due to Subchapter S election; 
undistributed inccme that has been taxed to the shareholders 
increases the income tax basis. I.R.C. i 1376(a). 
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«.80 
come, 
x80 . (89) 
Compute the value per share of corporate stock for trans­
fer purposes, 
xj^ = X®^ (X^b (90) 
Compute the amount of new investment by the j-th share­
holder in equity securities of the corporation,X^j 
xT? - (xg) C^) (x|;°5) (91) 
Compute the amount of new corporate equity capital disr 
97 108 investment by the j-th shareholder in the i-th year, X^^^ 
X^?® = Z (92) 
iJ- j=2 
Ccmpute the portion of proceeds frcwi the sale of corporate 
Q C 
In order to compute the total value per share of stock, 
the following formulation is utilized: 
x7^ - xf^ (X*l + S X??) 
1 1 1 j=l 
*^If a shareholder cannot purchase the fraction of corpo­
rate stock represented by the variable Xy9 because of lack of 
current funds, X£^ is permitted to reflect a purchase in any 
event, evidencing that the stock was purchased and immediately 
pledged to secure payment of the purchase price. 
Q? 
It is assumed that only j=l disinvests equity capital. 
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stock subject to income tax at ordinary rates, 
- .5 [xy® - (x];?®) (xg)]] (93) 
Compute the portion of proceeds from the sale of corpo-
QQ oy 
rate stock not subject to inccsne tax, XT: 
' ij 
- x];®® - X®^ - .0004 X^°® (94) 
Compute the amount of capital available for reinvestment 
by the j-th shareholder in debt or equity securities,X?? 
4j - + 4i-i)j + (^5) 41 + 
•*" 4j + + x^?^ + + (xli9) (x|J) 
Cmnpute the amount of capital available for new debt 
capital investment in the corporation by the j-th share-
QQ 
It is assumed that gains frcm the sale of stock qualify 
for net long-term capital gains treatment in the hands of the 
C 
individual vendor. X.. is an input in the i + 1 simulator as 
y97 
Xij. 
go 108 
The term .0004 X^. represents the federal documentary 
stamp tax on stock transfers which is levied at the rate of 4ç 
per $100, of stock value, with a maximum tax of 8c per share 
of stock. I.R.C. i 4321. X.. is an input in the i + 1 year's 
110 J 
simulator as X^^ . 
^°°The product of (xj^^^)(x^j) is to be added only if x|^ 
is negative. The term therefore serves to reduce the j-th 
shareholder's capital available for reinvestment by the amount 
of interest paid on the amount by which consumption exceeds 
available income. 
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holder,101 X^? 
4j - 4j - 4j (96) 
Compute the amount of new Investment by the j-th share-
102 77 holder outside the corporation, X.; 
- 4! - 4! - 4! <"> 
Obtain the amount of debt capital available for invest­
ment in the corporation by the j-th shareholder for year 
1 + 1,103 jj92 
xfj - (98) 
Compute the cumulative total of debt capital invested 
in and available for investment in the corporation by the 
may go negative and, if it does, indicates a loan 
from the corporation or causes a return of previous debt in­
vestment, if any, in the corporation. 
102 In accordance with economic theory of resource allo­
cation, the value of X^j should be deducted only if the rate 
of return on investments in the corporation equals or exceeds 
the return on comparable external investments. The simplify­
ing assumption is made herein, for computational purposes, that 
all capital made available to the corporation by shareholders 
will be borrowed by the corporation. It may be provided, with 
sane modification in the model, that X^J could go negative, 
thus evidencing a loan from an outside creditor. It is as­
sumed that the income from outside investments is net of such 
investment costs as brokerage fees. 
lO^Under this formulation, debt capital is repaid to 
shareholder-creditors on the last day of each fiscal year. 
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j-th shareholder for year i + 1,^®^ X^j 
4j - 4] + 4j (99) 
Obtain the deferred compensation fund value for the j-th 
shareholder's interest for year i + 1,^®^ 
4j = *lj (100) 
Obtain the amount of the j-th shareholder's taxable in­
come from the sale of stock after the close of the i-th year 
97 for transmittal to year i + 1, X^j 
x|T = xj^ (101) 
Obtain the amount of nontaxable return of debt capital 
to the j-th shareholder fran corporate investments for trans­
mittal to year i + 1,^®^ X^? 
X^® « xj^ (102) 
Compute the value of outside debt capital investments of 
the j-th shareholder generated by the model for transmittal 
to year i + 1, X^? 
x|9 - x|^ + X^ (103) 
^nder this formulation, debt capital is not repaid to 
investing shareholder-creditors each year, but is accumulated 
from year to year. 
^®^pon death of the j-th shareholder, X^j = 0. 
lOôihis formulation deals with positive values only if 
debt capital is returned to the shareholder-creditors each 
year. 
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Obtain the cumulative value of corporate undistributed 
taxed inccxne, for transmittal to year i + 1, 
- X®® (104) 
Ccmpute the amount of federal individual inccnae tax paid 
by the j-th shareholder in the i-th year, for transmittal to 
year i + 1, 
xj • 
^ x^. + X^O* (105) 
k-58 
Obtain the amount of nontaxable return of capital to 
the j-th shareholder for transmittal to year i + 1, X^^® Xj 
X^O - X?] (106) 
Obtain the cumulative value of corporate taxable income 
for transmittal to year i + 1, X^^® 
= X?® (107) 
Obtain the amount of debt capital available for invest­
ment in the corporation from the deferred ccxnpensation plan, 
for transmittal to the linear programming matrix of year 
X + 1.107 x"! 
xlll - xf' (108) 
Obtain the amount of new debt capital investment in the 
^^^The variable enters the linear programming matrix at 
^50' 
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corporation by the j-th shareholder,^®^ ^ ij^ 
«if = (109) 
Obtain the amount of federal income tax paid by the 
j-th shareholder in the i-th year for transmittal to year 
i + 1, 
Xy® - (110) 
lOQ ducted from capital supply at the beginning of year i + 1, 
Compute the sum of corporate expenditures to be de-
9 mm 
» S + 1.32 (xjO - xP) + xP + s xJ-J + s 
i k=4 3. i i i j=i iJ j=i 
^17 ^  ™ v20 ^  v25 u. v78 ,vll9 
+ S XT: + xr*' + xi° + (xt^?) (io,ooo) 
IJ jal 1 1 i ' 
cannot be negative due to ccxnputational problems 
generated by negative elements in the B vector of the linear 
programming matrix. Upon death of the j-th shareholder, 
X^j is set equal to zero. The values for X^j^ enter the 
i + 1 year's linear programming matrix at R,,, Rat» ^ -aq» and 
R^g under the assumption that j=l, ..., 4. 
109 129 
The value of X^ is deducted from capital supply in 
the main program, and the difference entered at Rg of the 
i + 1 year's linear programming matrix. The term[l.32 -
13 "I 
X^ ^  represents the extent to which machinery and equipment 
acquisition costs have exceeded allowable depreciation. The 
term ^(X^^*)(10,000)] appears in the formulation in order to 
reduce the amount of capital available in year i + 1 by the 
amount of interest on idle capital retained for current 
transactions. 
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Compute the current aggregate inccsne tax basis of corpo­
rate stock held by the j-th shareholder,^^® ^ij^ 
-132 , 
^il 
^132 
.140 
'(i-l)l 
rl40 
m 
Z r (xi30)(x*3) 
(112a) 
- (Xiî®)(X®^) + x|| -
.73 130v,„83, r39 ,40, 
(112b) 
.78, Î2 - ^(1:1)2 - %+ (Xir)(X%) + X- - (X-)(X-) + 
(xjj?)(xjA5)(x74) 
X^l^- xj^„3 + X^ + (x^0)(xg) + x39 - (x^)(x78^"^^ 
'13 " "(1-1)3 
(xj|')(x^°5)(x?^) 
(112d) 
xJI^ = =^(1^1)4 + 41 + (41°) (4Î) + 4j - + 
(xj|')(x^°5)(xj^) 
Compute the amount of state individual income tax paid by 
the j-th shareholder in the i-th year,^^^ 
66 
- 2 x^. - xjf (113) 
k=62 
HQ 169 Upon death of the j-th shareholder (indicated by X.. 
> 0 for any j), the following formula obtains (assume j=l 
for purposes of exposition): 
= CXj")(.6558)(X^9)(xJ°5)(xJ^) + (xljl)(x**) + (.3273) 
- m 
yl40 ^ yl30 /wl06x/Y83\ 
%(i-l)l - ^ij (^il) - (%il )(Xil) 
must be greater than or equal to zero, 
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Compute the total inccme tax bill for the firm and share­
holders in the i-th year, 
m 
- 2 (114) 
i j=l 
Compute the value of the j-th shareholder's equity in-
138 
vestment in the corporation, X^j 
X^^® » (X^)(XJ°^)(X^^) +xy (115) 
Compute the increase in incone tax basis of corporate 
stock due to death of the j-th shareholder, X^t^ 
- xg® - xg^ (116) 
Obtain the current aggregate income tax basis of corpo­
rate stock held by the j-th shareholder for transmittal to 
year i + 1, X^^° 
^ij° " ^ij^ (117) 
Ccmpute the net worth of the j-th shareholder in the i-th 
year, 
+ Xy + x^T + x|? + x^t^ + x^^ -
Compute the gross estate of the j-th decedent share-
(119) 
holder for federal estate tax purposes,^ij^ 
y148 „ Y144 . -146 ^22 -170 /ylTlx ,yl38\ 
Xij . + X.j - X_ - - (X^j ) (Xij ) 
^^^It is assumed that prior gifts by the j-th shareholder 
were not made in contemplation of death. See I.R.C. s 2035. 
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Compute the gross estate of the j-th decedent share­
holder for state inheritance tax purposes, 
(120) 
Compute the costs of estate settlement for the j-th 
decedent shareholder,^ij^ 
- 1,590 + (X^^O) (121) 
Ccaapute the adjusted gross estate for the j-th decedent 
shareholder, ^ij^ 
- Xlj® - xJ52 (122) 
Compute the taxable estate of the j-th decedent share­
holder, x}?* 
(123) 
= (1. - X^j^) (X^?^) - 60,000 subject to X^j^ ^.5 
Compute the federal estate tax due (before credits) frcm 
the estate of the j-th decedent shareholder,^ij^ 
X^?® = .03 X^^ + .04 (XÎ;?^ - 5,000) + .04 (X^^^ -
10,000) + .03 (X^® - 20,000) + .04 (X^?^ - 30,000) + .04 
(X^^^ - 40,000) + .03 (X^^^ - 50,000) + .03 (xj^?^ - 60,000) + 
113 
See note 77 supra. 
^^^ij^ must be greater than or equal to zero. 
must be greater than or equal to zero. 
11.6 
Each product in the equation must be greater than or 
equal to zero. 
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.02 - 100,000) 
Compute the federal estate tax due after allowance for 
credit for state inheritance and state estate taxes paid,^^^ 
y160 
(125) 
^ij° " ^ij^ - QOOB (X^?^ - 40,000) + .008 (X^^^ -
90,000) + .008 (X^?* - 140,000)] 
Compute state inheritance tax due from the estate of the 
j-th decedent shareholder for property passing to the sur­
viving spouse and children,^ij^ 
- 40,00^^+^^ 
(.01) [alf-) (Xij° - - X^|2) - 50,00^ + (.01) 
(Xij° - - X^j^) - 65,00^ + (.01) -
117 Each product in the equation and the quantity in 
brackets must be greater than or equal to zero. See I.R.C. 
s 2011. 
118 
The amount within each bracket, inner and outer, in 
the formulation, must be greater than or equal to zero. If 
xj-f^ < .008 (xjSG _ 40,000) + .008 (x}f^ - 90,000) + .008 
1 -J J J 
(X^j - 140,000) 
then X^j^ is to be set equal thereto. If X&j^ is greater than 
or equal to the quantity indicated, then X^9^ is to be taken 
at its computed value. This test is made to determine whether 
it is necessary to levy additional tax at the state level to 
take advantage of the full federal estate tax credit. See, 
e.g., Iowa Code § 451.2 (1962). 
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Xy" - - 90,00^ + (.01) [(xj|^) (xjj® - X^|° - X^52j 
- lAO.OO^J + (.01) [Tl. - x^l^) (X^O . xj;jO - x"2) . 
(15,000) (X^l^^ + (.01) |£1. - x];®'-) (X^50 . . x^^^) 
- (15,000) (xj®^) - 10,00^ + (.01) [(1. - x];|^) (xyo -
x"° - X^?^) - (15,000) (X^|2) - 25,000] + (.01) gl. -
xj")(x^j° - Xij° - xj|^) - (15,000) (xj®2) - 50,00^ + 
(.01) [Tl. - xj|b (x^|° - X^|° - X^52j . (15,000) (xjj^) 
- ioo,oo(rn 
Compute the total amount of estate and inheritance taxes 
due from the estate of the j-th decedent shareholder, X&j^ 
^ij^ ' ^if + (127) 
Compute corporate net worth, 
x}*? = 2 x}^^ (128) 
j=l 
Compute the amount of property other than corporate stock 
available for distribution from the estate of the j-th de­
cedent shareholder upon final settlement of the estate after 
simulated death for some j (death of shareholder number one 
78 
only is simulated in this study), X^ 
xl7G = X^^ - jx];^® + X^SZ + xlG* + ^ii^J (129) 
Canpute the amount of property other than corporate 
stock available for distribution to the j-th shareholder 
fran the estate of shareholder number one upon final settle-
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ment of the estate, after simulated death of shareholder 
number one,^^^ 
° (Xil^) + 4l^ + (130a) 
yl79 _ " %il^) fl30b) 
\2 
^11 
„179 _ ^11 ^  ^^i ^ fl30c) 
^13 
*11 
^179 _ (1' " ^ ll^) cx];^®) (5) fl30d) 
^14 ;;TF2 
*11 
120 Compute the limitation on capital borrowing in i + 1, 
y199 
*i 
xl99 - .6 (xlG*) (131) 
Integration of Methodological Devices 
The linear programming and simulation segments of the 
model are brought into appropriate analytic juxtaposition in 
the main program for LP-SM. The objectives governing the 
linkage of the separate segments of the model are (1) to 
119 179 
Xj^j is an input in i + 1 simulator in the event of 
simulated death of some j. 
120 
It is assumed that debt capital may be borrowed to the 
199 
extent of up to 60% of corporate net worth. X^ is trans­
mitted to of the linear programming matrix for year i + 1. 
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achieve a theoretically meaningful interrelationship, (2) 
to attain a state of computational autmation enabling 
multiple computer runs to be made without introduction of 
periodic instructions or data beyond that indigenous to the 
model, (3) to perform the needed computations at minimum 
cost, and (4) to generate output such that the problem of 
output analysis would be facilitated. 
Con figurâtion of model 
The model, which appears in full in Appendix A, is 
written in basic FORTRAN language for ccmputation on an IBM 
7074-1401 system. In this section, discussion of the model 
is limited to identification and brief description of the 
principal routines that comprised the LP-SM model. 
The main routine serves as the coordinating element of 
the model. The various subroutines are "called" or directed 
to ccme into play fron the main routine. Also, a portion of 
the data unique to the first year of a computer run is pro­
vided by the main routine. 
The first subroutine, that for linear programming, is 
based upon an adaptation of a linear programming computing 
procedure developed by personnel of the Iowa State University 
Statistical Laboratory, Numerical Analysis-Progranming Group. 
The linear programming subroutine contains eleven of its own 
subroutines for execution of the various parts of the linear 
programming conputational procedure. 
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The linear programming subroutine is followed by a 
subroutine denoted SIMLl for simulation of the corporate form 
of business organization under the regular method of income 
taxation. SIML2, representing the simulation of the corpo­
rate form of business organization under the Subchapter S 
method of income taxation, follows as a separate subroutine. 
The final subroutine contains a tabulating procedure for 
summarizing the desired output data, making helpful compu­
tations extending across the years of each computer run, and 
containing instructions for print-out of the output in easily 
analyzed form. 
Degree of automation achieved 
In the computer runs made for purposes of data produc­
tion, complete interyear and interrun computational automa­
tion was achieved. By inserting one parameter card identify­
ing the programmed runs to be ccmputed and indicating whether 
the regular or Subchapter S method of income taxation was de­
sired, the computer solves n runs without pause, with n being 
the number of runs specified on the parameter card. In 
periods of computation involving two or more programmed runs, 
the necessary ccmputations and tabulations for each run re­
quire approximately eight minutes of machine time on the IBM 
7074 computer. Single runs require slightly more time due 
to the time lost in reading the records on input tapes pre­
ceding the section of the tape relevant for the subject 
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computation. 
Problems of ccmputer memory capacity 
The basic FORTRAN (FLAG) computer language limits, for 
most practical purposes, the use of machine memory or core 
storage capacity to approximately 10,000 addresses or stor-
121 
age locations. The core storage requirements of the LP-SM 
model exceed 10,000 locations by a substantial margin. 
In the event that a program exceeds computer core stor­
age, two methods are available for executing the program with-
122 in storage limitations: (1) part of the data may be 
written out on tape and read into core storage when needed, 
or (2) only part of the instructions may be in core storage 
at one time with the remainder called in when needed. The 
second method was deemed better suited to the requirements 
and general conformation of the LP-SM model. As used in this 
study, the second method entails use of the "chain" and 
123 
"ping" features. A chain program is a multi-load program. 
The maximum machine capacity of approximately 20,000 
core storage locations is available under full FORTRAN com­
puter language, known popularly as POGO. 
^^^See IBM, User's and Operator's Guide, IBM 7070 -
Series Programming Systems, FORTRAR Operating Systems (FOS), 
7070-FO-159 at 19 (1964). 
123 
A load is a self contained portion of a program, exe­
cuted in core storage, consisting of a main program and a 
particular ping of a link. 
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too large to fit in core storage at one time, that is executed 
by having self-contained segments of the program, denoted as 
links, brought into storage and executed in successive loads. 
The ping feature involves a set of subroutines that are 
brought into storage and overlap the storage area used by the 
previous ping and may also occupy previously unused areas of 
storage. The use of the chain and link features is made 
possible by dividing the program into a sequence of independ­
ent links, such that only one link needs to be in storage at 
one time. The ping procedure saves time in loading and re­
loading routines. 
Tabulating subroutine 
Because of the very large amount of output which was 
desired as a matter of record, it was necessary to formu­
late a special tabulating subroutine to reduce the quantity 
of output data for immediate analytic purposes and to arrange 
such data in a convenient and usable form,^^^ 
The tabulating subroutine, operating independently of 
output instructions providing for the major data output for 
record, involves manipulation of data from specifically 
selected output variables needed for analysis. These data 
are written onto tape at the end of each year in each computer 
^^^See Appendix A for FORTRAN representation of the tabu­
lating routine. 
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run. At the end of the tenth year on each computer run, 
the tabulating subroutine calls the data on tape back into 
core storage. The data are then grouped by variable and by 
year in two dimensional output form. The data are summed over 
i years (i • 10); and, for variables with a j subscript, the 
data are summed over j after the i summation. The subrou­
tine reduces substantially the time needed for analysis of 
output data. 
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CHAPTER V; APPLICATION OF THE ANALYTIC 
MODEL TO A CASE SITUATION 
Empirical application of the LP-SM model, conducted in 
an effort to identify and measure the economic effects of 
the corporate form of organization upon the firm, necessi­
tated the selection of an appropriate firm or firms as sources 
for the required input data. Inasmuch as this study is spe­
cifically directed to farm firms, the data collection ac­
tivities were appropriately oriented in a farm context. 
Identification and Description of the Respondent Firm 
The respondent firm was selected pursuant to a specified 
set of criteria. Several hundred farm firms were considered 
in the search for a firm suitable for the study. In the 
following paragraphs, the process of identifying the respond­
ent firm is considered, and a description of the firm is 
given including location, physical characteristics, appli­
cable resource restraints, and organizational framework. 
Criteria for selection 
The search for a respondent firm, carried on by review 
of Farm Business Association^ and Extension Service records 
and interrogation of knowledgeable resource personnel, was 
^Records of five Iowa Farm Business Associations were 
considered, involving slightly more than 1,000 farms. A 
sixth Iowa association was formed after the selection of the 
respondent firm. 
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conducted in accordance with a set of criteria. The criteria 
were in the form of (1) required characteristics, and (2) 
desirable characteristics. The selection function specified 
that all required characteristics must be met, and the num­
ber of desirable characteristics maximized, with approxi­
mately equal weight given to the various desirable charac­
teristics. 
Required characteristics In order for the firm to 
fulfill the basic requirements of the analytic framework, it 
was deemed essential that it be a father-sons operation and 
that: 
1. The firm be doing business with multiple ownership 
and management continuously during the period November 1, 
1952, to October 31, 1962. 
2. The firm have adequate production, sales, and income 
tax records for the said period. 
3. The owners of the firm have adequate personal con­
sumption records for the period. 
4. The parties involved be willing to cooperate in the 
study by providing production and dec is ion. making information, 
the use of personal and business income tax records, and 
additional information as needed. 
5. The firm be of substantial size in terms of capitali­
zation and sales volume, and that all or substantially all of 
the firm income be generated by actual farming activities. 
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Desirable characteristics In addition to the criteria 
which were required to be met, several desirable character­
istics were postulated. These additional criteria specified 
that; 
1. One or more of the parties associated with the firm 
have substantial personal assets in addition to investments 
in the firm. 
2. Death of an owner occurred some time during the ten-
year period. 
3. Sane of the heirs of the owners pursue off-farm 
vocations, 
4. The parties had considered incorporating the farm 
business at a prior time. 
5. The firm be located in the Clarion-Webster soil 
association or an area of cimparable soil quality. 
Description of the firm 
The farm firm selected for study is located in Hamilton 
and Webster counties, in north-central Iowa. The firm is 
comprised of resources owned by a husband and wife and two 
sons, with five children pursuing nonfarm vocations. Mul­
tiple resource ownership antedated November 1, 1952, and 
continued beyond October 31, 1962. The firm had been a 
member of a Farm Business Association, and thus had satis­
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2 factory production and sales records. Federal and state in­
come tax records covering the ten-year period were made avail­
able by each of the resource owners. Each owner also made 
available personal income, consumption, and investment records 
3 for the family. The members of the firm were willing to co­
operate in the study and to provide all available records to 
the researcher for analysis. The firm was of substantial 
size in terms of capitalization, sales, and acreage managed,^ 
The firm met four of the five criteria denoted as desirable 
characteristics; no deaths occurred during the ten-year period. 
Method of organization The firm had operated as a 
sole proprietorship for more than thirty years before a farm 
partnership was formed on January 1, 1951, among A and B 
(parents) and C (eldest son).^ Under the partnership agree­
ment, A and B were to contribute the use of real property, 
2 After selection of the firm, the member of the firm re­
sponsible for record maintenance was unable to locate produc­
tion and sales records for 1954 and 1955. Since the firm had 
also been a participant in a farm business analysis project 
sponsored by the Iowa State University cooperative extension 
service, most of the data for the missing years were obtained 
from project records. 
o 
The personal consumption and investment records were 
believed to be unusually ccmplete; however, it is likely that 
unintentional amissions of expenditures may be as high as 10% 
of net taxable incone for some families. 
^The size of the firm is discussed in detail infra. 
5 A copy of the original partnership agreement appears 
in Appendix B. 
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and two-thirds of the personal property. C, who had no prior 
ownership interest in the firm, agreed to purchase one-third 
of the personal property frcan A and B by giving a three-year, 
noninterest bearing promissory note therefor. The parties 
agreed to share profits equally with each member receiving 
one-third of the "net return of the operation as shown by 
the annual income tax return." The parties agreed to bear 
equally the firm's fixed and variable costs except for major 
repairs to or new investments in buildings, fences, and 
drainage which were to be borne by A and B alone. The shar­
ing of losses was not mentioned in the agreement. 
On January 1, 1954, the parties agreed orally to admit 
a new partner, D (a son of A and B and younger brother of C), 
with income to be shared equally among the partners on a 
basis of one-fourth to each. D was to purchase a one-fourth 
share of the personal property in a manner similar to the 
transaction earlier specified for acquisition of a one-third 
interest by C. The former partnership agreement was not re­
vised nor was a new written partnership agreement entered 
into. 
The partnership among A, B, C, and D continued through 
October 31, 1962. For incane tax purposes, each partner filed 
a Schedule F showing total firm income and expenses, with an 
appropriate marginal notation e:q>laining the division of 
ordinary income and capital gains as between the partners. 
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A partnership income tax return was not filed. 
Familial relationships The family responsible for 
ownership and management of the respondent firm is comprised 
of the parents, hereinbefore referred to in a partnership 
context as A and B and in a corporation context as shareholder 
one, and seven children, all adults. At all times relevant 
to this inquiry, the parents were less than sixty-five years 
of age. The children's ages ranged frcm thirteen to twenty-
seven in 1953. By 1962, there were fifteen grandchildren, 
distributed as shown in Table 2. 
Table 2. Identification of children and grandchildren of the 
original sole proprietor and spouse, as of October 
31, 1962 
Child 
Partnership Corporation 
designation designation Age Sex Grandchildren 
C *2 37 M 4 
3 32 M 3 
K 4 35 M 4 
Ft 4 34 F 2 
GI 4 29 F 2 
4 26 M 0 
I* 4 23 M 0 
^Pursuing nonfarm vocation. 
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The real property owned by A and B has two sets of 
buildings thereon. One set was occupied during the first 
year of the period covered by the study by A and B \rtio then 
purchased a home in a nearby town. The premises were there­
upon occupied by C and his family, who gave up occupancy of 
the second set of buildings to D and his family. 
Quantity and quality of resources available for production 
Real property The firm is comprised of three 
tracts of owned real property totalling 520 acres, and an 
g 
adjacent eighty acres rented on a crop-share lease. Of the 
520 acres owned, 489 are tillable and thirty-one acres are 
I 
used for buildings, roads, and drainage ditches. The rented 
land has two acres devoted to buildings and roads with 
seventy-eight acres tillable. 
The tracts are located in the Clarion-Webster soil as­
sociation area. Table 3 gives the acreage per tract for the 
various soil types. ^ The soil is in a relatively high state 
of productivity; fertilization application rates have been 
near the economic optimum in recent years. 
^The crop share lease provided for equal sharing of the 
corn crop, with the tenant receiving 60% of the soybean and 
oat crops. Seed com, fertilizer, and limestone costs were 
borne on an equal basis between landlord and tenant. All 
tillage and harvesting costs and all seed oats and seed beans 
were purchased by the tenant. 
^The data were obtained by planimeter analysis from Soil 
Conservation Service aerial photos which had been interpreted 
by soil type. 
Table 3* Soil types of respondent firm 
Acres per tract Total 
Tract 1 Tract 2 Tract 3 Tract 4 by 
(owned) (owned) (owned) (owned) type Soil classification 
Nicollet loam 
1% slope, little or no erosion 23.9 39.6 12.4 35.4 111.3 
2% slope, little or no erosion 3.1 -- 16.0 -- 19.1 
1% slope, slight erosion 177.7 1.2 -- 11.2 190.1 
Glencoe silty clay loam 
0% slope, little or no erosion .7 — -- — .7 
0% slope, little or no erosion, alkaline -- -- 12.7 -- 12.7 
Webster silty clay loam 
0% slope, little or no erosion 39.1 -- — - -- 39.1 
0% slope, little or no erosion, alkaline 6.8 6.2 48.1 8.5 69.6 
1% slope, little or no erosion -- 19.4 24.2 17.6 61.2 
1% slope, little or no erosion, alkaline 29.2 — — 3.5 32.7 
Clarion loam 
2% slope, slight erosion — 1.4 — — 1.4 
3% slope, slight erosion 23.9 1.1 2.3 1.8 29.1 
Buildings 4.2 7.1 -- -- 11,3 
Roads, drainage ditches 11.4 4.0 4.3 2.0 21.7 
Total 320.0 80.0 120.0 80.0 600.0 
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The two sets of buildings on owned tracts of real 
property provide capacity for substantial amounts of live­
stock production. A permanent-type farrowing house with 
fifteen farrowing stalls was built before 1953. At the be­
ginning of the period under study, 3,936 square feet of 
floor space were available for general purpose livestock 
shelter (either hogs or cattle). This capacity was increased 
to 7,536 square feet by January 1, 1954, and to 8,064 square 
feet by January 1, 1955. In 1953, 9,448 square feet of con­
crete feeding floors had been built; the figure was increased 
to 12,008 square feet by January 1, 1955. Facilities for 
small scale poultry and egg production were also available 
g 
and were utilized during the ten-year period. 
For grain storage in terms of corn equivalence, facili­
ties were available in 1953 to store 11,000 bushels of ear 
corn and 13,000 bushels of shelled corn. Construction before 
1954 harvest season boosted capacity to 15,000 bushels of ear 
corn and 18,000 bushels of shelled com. Additional facili­
ties acquired in 1960 added 3,300 bushels to the capacity for 
shelled corn storage. A silo with a capacity of 180 tons of 
corn silage was in use throughout the period covered by this 
Q 
Poultry activities were not included in the linear pro­
gramming matrix because preliminary budgeting revealed that 
egg and poultry production were substantially less profitable 
than other activities competing for resources used in the 
poultry enterprise. 
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study. A silo built in time for the 1959 crop, and suitable 
for storing high moisture corn grain, added 10,000 bushels 
to shelled corn storage capacity. Hay storage capacity 
totalled approximately 100 tons for the entire period under 
study. 
On both farmsteads, water systems provided running water 
for livestock. Machinery storage and shop facilities were 
adequate for the operation. 
Labor and management The major labor and manage­
ment inputs during the ten-year period 1953 to 1962 were pro­
vided by the partners. Table 4 gives the estimated number of 
hours of labor available monthly by the shareholder-employees 
(former partners) during the ten-year period. For purposes 
of computational simplicity, labor input was grouped into six 
two-month periods. 
The total labor input as shown in Table 4 was not, how­
ever, deemed available for specific labor using activities. 
Based upon estimates by University of Illinois researchers, 
g 
it is assumed that 1,100 hours of labor per year are de­
voted to such "overhead" activities as repair and main­
tenance of the farmstead, buildings, machinery, and equipment; 
g 
The figure of 1,100 hours of labor per year is the 
mean for grain and livestock farms of 500 acres or more 
in size. 
Table 4. Total labor available from shareholder-employees in hours per month 1953-
1962 
Year À 
Jan. Feb., 
B 
Mar. Apr. May 
C 
June July 
D 
Aug. 
E 
Sept. Oct. 
F 
Nov. Dec 
1953 240 240 320 320 440 440 200 200 440 440 440 240 
1954 400 400 520 520 680 680 400 400 680 680 680 400 
1955 320 320 520 520 680 680 520 520 680 680 680 320 
1956 320 320 520 520 680 680 520 520 680 680 680 320 
1957 320 320 520 520 680 680 520 520 680 680 680 320 
1958 320 320 520 520 680 680 520 520 680 680 680 320 
1959 320 320 520 520 680 680 520 520 680 680 680 320 
1960 320 320 520 520 680 680 520 520 680 680 680 320 
1961 320 320 520 520 680 680 520 520 680 680 680 320 
1962 320 320 520 520 680 680 520 520 680 680 680 320 
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Table 5. Actual labor available from shareholder-employees 
for production, 1952-53 to 1961-62 
Year F A 
Labor 
B 
groups 
C D £ 
1952-1953 515 370 475 660 180 660 
1953-1954 460 690 875 1140 580 1140 
1954-1955 915 530 875 1140 820 1140 
1955-1956 835 530 875 1140 820 1140 
1956-1957 835 530 875 1140 820 1140 
1957-1958 835 530 875 1140 820 1140 
1958-1959 835 530 875 1140 820 1140 
1959-1960 835 530 875 1140 820 1140 
1960-1961 835 530 875 1140 820 1140 
1961-1962 835 530 875 1140 820 1140 
marketing activities; purchasing activities; financial trans­
actions; and general farm business.Such overhead labor 
costs are not uniformly distributed throughout the year. The 
University of Illinois scientists estimate that five per cent 
of the total overhead labor is used in each of four months, 
January, February, March, and December. The rest of the 
months each use ten per cent of the total overhead labor 
^®See Farm Management Manual (University of Illinois De­
partment of Agricultural Economics, 1962). 
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amount. Table 5 contains the actual amount of labor avail­
able from shareholder-employees for use in production ac­
tivities by two-month periods for each of the ten years under 
study. 
The three partners actively contributing labor and manage­
ment to the firm. A, C, and D, were deemed to be superior 
managers. All three hold bachelor of science degrees in agri­
culture; partner A had been named a Master Farmer by an agri­
cultural magazine. However, it was the consensus of the 
partners that scxne activities should be limited by manage­
ment ability if not by other restraints. Self-imposed 
management limitations thus restricted hog production to 180 
litters farrowed per year, hired labor to four man-years 
annually, and land acquisition to 640 acres above the 600 
acres owned and rented during the ten-year period. 
Seme labor was hired in each year in addition to the 
labor supplied by the partners. Table 6 contains data on 
the amount of labor hired by hours of labor input and the 
cost for the labor. A substantial part of the hired labor 
was provided by family members who were not partners in the 
partnership firm. 
11 It is supposed that there is seme elasticity of labor 
supply by partners. In obtaining the data on monthly labor 
contributions, the individual partners were asked to specify 
the amount of labor forthccming if the marginal return to the 
firm were $1.00 per hour or greater. 
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Table 6. Hours of labor hired and cost in dollars by two month periods, 1953-( 
Labor groups 
Year A B C D 
Hours Amount Hours Amount Hours Amount Hours Amount 
1953 181.25 145.00 175.00 140.00 470.50 376.40 796.25 637.00 
1954 37.50 30.00 116.25 93.00 100.00 80.00 425.00 340.00 
1955 — — •— — 448.75 359.00 580.00 464.00 
1956 — — — — 325.50 260.40 596.25 477.00 
1957 — — 65.00 52.00 336.00 268.80 935.00 748.00 
1958 --- --- --- --- 210.00 210.00 464.00 464.00 
1959 9.00 9.00 — — 113.50 113.50 116.50 116.50 
1961 — —- 30.00 30.00 86.00 86.00 518.00 518.00 
1962 — — — — 125.00 125.00 585.50 585.50 
lonth periods, 1953-62 
Labor groups 
D B F  T o t a l  
Hours Amount Hours Amount Hours Amount Hours Amount 
796.25 637.00 
425.00 340.00 
580.00 464.00 
596.25 477.00 
935.00 748.00 
464.00 464.00 
116.50 116.50 
518.00 518.00 
585.50 585.50 
231.25 185.00 
385.00 308.00 
312.50 250.00 
593.75 475.00 
27.25 21.80 
5.50 5.50 
200.00 200.00 
9.00 9.00 
400.00 400.00 
30.50 30.50 
737.50 590.00 
75.00 60.00 
47.50 38.00 
5.00 5.00 
305.00 305.00 
66.75 66.75 
35.50 35.50 
2591.75 2073.40 
1138.75 911.00 
1388.75 1111.00 
1515.50 1212.40 
1363.25 1090.60 
713.00 713.00 
744.00 744.00 
75.75 75.75 
1034.00 1034.00 
766.50 766.50 
286 
Machinery and equipment capacity In view of the 
ccxnplexity in relating machine and equipment availability to 
activity machinery and equipment needs on an item by item 
basis, machinery and equipment capacity is divided into two 
broad categories. Machinery I includes all planting and till­
age machinery; machinery II includes all harvesting machinery. 
This classification appears to give greater homogeneity of 
excess machine capacity than a single classification. It was 
estimated that for the period under study, sufficient 
12 
machinery I was available to handle 600 crop acres and 
13 
enough machinery II was owned to harvest 650 crop acres. 
Debt capital During the ten year period 1953-
62, the firm obtained debt capital from two principal sources: 
(1) the Federal Land Bank, and (2) a Production Credit Asso­
ciation. In addition, relatively small amounts of debt capi­
tal were extended by vendors of capital equipment in two 
14 instances. 
The Federal Land Bank loan, secured by a first mortgage 
Machine capacity estimates are based upon a typical ro­
tation containing two years of corn, one year of soybeans, one 
year of oats, and one year of meadow. 
13 It is recognized that these figures are only approxi­
mations. For some items of equipment, substantial excess 
capacity would exist at these levels of production. 
4% loan in the amount of $3,027.20 for the construc­
tion of a silo in 1959 was paid off in 1962. An obligation 
of $606.00 on an egg cooler and washer was contracted in 1962. 
287 
on real property, totalled 21,546.15 dollars on January 1, 
1953. The loan was increased to 35,977.50 dollars in 1956 
to provide funds for capital improvements and stood at 
31,918 dollars at the end of 1962. Table 7 shows the annual 
payments of principal and interest made and also the end-of-
year unpaid principal amount. 
Table 7. Debt capital obtained by firm frcm Federal Land 
Bank and secured by mortgage on real property 
Year Interest 
paid 
Principal 
paid 
Jan. 1 
unpaid 
principal 
1953 861.87 326.13 21,546.15 
1954 848.80 339.20 21,220.02 
1955 835.24 352.76 20,881.00 
1956 1,194.05 479.98 20,528.24 
1957 1,439.10 612.88 35,977.50 
1958 1,414.37 637.63 35,364.62 
1959 1,395.16 656.84 34,726.99 
1960 1,361.80 690.20 34,070.15 
1961 1,336.29 718.09 33,579.95 
1962 1,306.47 743.67 32,661.86 
1963 — " — — 31,918.19 
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The amount of debt capital obtained from the local Pro­
duction Credit Association varied substantially frcm year to 
year with production credit needs. The average annual interest 
rate charged on Production Credit Association loans is used 
as the interest rate charged for short-term credit in the 
linear programming analysis. The annual rates are given in 
Table 8. 
Table 8. Average annual interest rates for short-term credit, 
1953-62 
Year Interest Rate Year Interest Rate 
1952-1953 6% 1957-1958 7% 
1953-1954 6% 1958-1959 6%% 
1954-1955 5%% 1959-1960 1% 
1955-1956 6% 1960-1961 6%% 
1956-1957 6% 1961-1962 6% 
Input and Output Prices Used in Analysis 
With production plans in the LP-SM model determined 
initially by ex ante considerations and the production output 
expressed in terms of ex post prices and yields, it vas 
necessary to obtain both actual prices and e3q>ected prices 
for inputs and outputs for use in the model. It is assumed 
that the price expectation model is independent of the form 
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of firm organization. 
Actual prices 
Insofar as possible, actual price series used are 
directly relevant to the firm. In instances where local 
price data are not available for specific kinds and qualities 
of inputs and outputs, adjustments are made for transportation 
and other costs frcm point of price observation to the firm» 
Crops as outputs The actual prices used for corn, 
oats, soybeans, and hay are found in Table 9. In general, 
the prices used are averages for a two-month term bracketing 
the harvest period. The assumption is made herein that crop 
activities terminate upon harvest. Decision makers then have 
the alternative of immediate sale, or storage and mediate 
sale. Storage is considered as an activity separate frcm 
production activities, however. Two sets of actual price 
data are provided for corn. One series is based upon open 
market corn prices; the other stems frcxa government price 
support rates applicable to the firm. 
Nonfarm inputs The actual prices for fertilizer, 
limestone, and conmercial protein sources are given in 
Table 10. These are annual averages for years 1953 through 
1962. 
Livestock as outputs The actual prices used for live­
stock sold are those relevant for the months of livestock 
sale as specified by the respective production activities. 
Table 9. Actual prices In dollars of specified crops as outputs, 1953-1962 
Crops Units 1953 1954 1955 1956 1957 1958 1959 . 1960 1961 1962 
Corn* bu. 1. 30 1. 38 1, .18 1. 21 1. 00 .97 .94 .86 .92 .92 
Corn^ bu. 1. 55 1. 51 1. 43 1. 33 1. 29 1. 05 .99 1. 13 1. 13 1. 17 
Oats^ bu. .71 .65 .53 .70 .58 .53 .58 .60 .64 .62 
Soybeans^ bu. 2. ,50 2. 51 2. 06 2. 17 2. 00 ' 1. 93 1, .94 1, .89 2. 23 2, .36 
Hay I® ton 18. 60 18. 80 16. 70 18. 60 16. 80 13, .50 13, .40 14, .50 15. 10 17, .40 
Hay 11^ ton 20. 60 20. 80 18. 70 20. 60 18. 80 15, .50 15 .40 16, .50 17. 10 19, .40 
^Average October-November open market figures from Iowa Crop and Livestock 
Reporting Service. 
^Actual government support prices applicable to the firm. 
^Average July-August figures from Iowa Crop and Livestock Reporting Service. 
^Average October-November figure from Iowa Crop and Livestock Reporting Service. 
^Average prices for all hay frrai Iowa Crop and Livestock Reporting Service. 
^Estimated actual prices for high quality hay. 
Table 10. Actual prices in dollars of specified nonfarm inputs,* 1953-1962 
Units 1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 
Fertilizer 
N lb. .1328 .1364 .1315 .1245 .1206 .1236 .1218 .1212 .1225 .1215 
P lb. .0856 .0867 .0863 .0852 ,0858 .0882 .0874 .0887 .0891 .0888 
K lb. .0463 .0445 .0433 .0428 .0434 .0436 .0432 .0428 .0435 .0440 
Limestone ton 4.11 4.14 4.20 4.34 4.46 4.57 4.62 4.66 4.67 4.75 
Commercial protein 
Cottonseed meal 
Soybean meal 
cwt. 
cwt. 
4.31 
4.74 
4.30 
5.32 
4.08 
4.33 
4.07 
4.01 
4.07 
3.80 
4.22 
4.14 
4.45 
4.22 
4.34 
4.08 
4.36 
4.50 
4.36 
4.61 
^.S, Dep't of Agriculture, Agricultural Statistics (1953-62), modified by 
actual price data of the firm. 
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These prices are given in Table 11. Actual prices for im­
mature animals sold to inventory at the close of the corpo­
ration's fiscal year are averages for October and November, 
thus bracketing the end of the fiscal year. Table 12 con­
tains these price data for livestock serving as intermediate 
products. The price for purchase of such livestock from in­
ventory at the beginning of the following fiscal year is 
identical to the actual sale price to inventory for the 
same livestock. The sale to inventory and purchase therefrom 
are profitless transactions in themselves. 
Livestock as inputs The only livestock serving as 
exogenous inputs are feeder calves and y earlings,For 
these animals, the ^  post price is the only relevant price 
inasmuch as the decision makers know with substantial cer­
tainty what the costs will be for feeder animals before 
other resources of production are cmnmitted to the activity. 
Actual feeder prices are given in Table 13, 
Crops as inputs Corn and hay serve not only as out­
puts for particular rotation activities, but also as inputs 
for livestock activities. Although both are ex post figures, 
the prices are different because of the introduction of time 
15 
For the hog activities, replacement gilts are pur­
chased from the farm inventory at a price based upon market 
value. Boars are not explicitly purchased in the program; 
each hog activity is charged a specific amount for breeding 
services. 
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Table 11. Actual prices in dollars for livestock sold, 1953-1962^ 
Description Date sold Units 1953 1954 1955 1956 
Steers 
Choice® 
Choice/prime^ 
Good*^ 
Heifers 
Choice® 
Barrows and gilts^ 
Sows S 
Oct. cwt. 25.63 25.37 22.01 26.08 
Sept. cwt. 26.89 26.14 23.17 29.11 
May cwt. 20.95 21.79 20.66 18.78 
June-July cwt- 20.53 22.12 21.78 20,35 
May-June cwt. 23.78 24.63 17.70 16.05 
June-July cwt. 24.71 23.01 17.97 16.13 
July-Aug. cwt. 24.67 22.10 16.43 16.22 
Sept.-Oct. , cwt. 22.63 19.01 14.76 15.54 
Oct.-Nov. cwt. 20.81 18.32 12.76 14.86 
Nov.-Dec. cwt. — - 22.02 17.58 10.96 
Dec.-Jan. cwt. 24.08 16.57 10.82 16.92 
Jan.-Feb. cwt. — — 24.95 15.91 11.73 
Mar.-Apr. cwt. 26.02 15.90 13.72 
July-Aug. cwt. 20.88 17.77 13.74 14.08 
Aug.-Sept. cwt. 21.53 18.02 13.82 14.70 
Sept.-Oct. cwt. 20.94 17.10 13.54 14.48 
Nov.-Dec. cwt. — — 19.44 15.13 9.21 
^See U. S. Dep't. of Agriculture, Stat. Bull. 333, Livestock and Meat S 
^Mean monthly price for choice steers, Chicago. 
^Mean monthly price for choice/prime steers, Chicago. 
^Mean monthly price for good steers, Chicago. 
®Mean monthly price for choice heifers, Chicago. 
%ean price for three midwest markets, Omaha, Sioux City, and St. Paul. 
êBased upon adjusted mean price for sows at eight midwest markets: Chic 
Sioux City, Indianapolis, and Omaha. 
1956 1957 1958 1959 1960 1961 1962 
26.08 
29.11 
18.78 
20,35 
16.05 
16.13 
16.22 
15.54 
14.86 
10.96 
16.92 
11.73 
13.72 
14.08 
14.70 
14.48 
9.21 
24.67 
26.05 
21.38 
23.08 
18.64 
19.89 
20.69 
17.97 
16.83 
15.37 
18.52 
17.24 
17.32 
18.25 
18.52 
17.15 
13.76 
26.67 
27.34 
26.81 
27.28 
22.06 
22.59 
21.79 
19.27 
18.14 
17.44 
16.95 
19.52 
20.51 
19.61 
18.88 
17.58 
14.95 
27.19 
28.20 
27.87 
28.00 
15.76 
14.93 
14.31 
13.26 
12.67 
17.64 
12.10 
15.89 
15.75 
11.19 
11.64 
11.27 
14.88 
24.94 
25.36 
25.44 
25.43 
16.28 
17.13 
17.14 
16.77 
17.15 
12.05 
17.12 
12.97 
15.59 
14.57 
14.33 
14.26 
9.46 
24.55 
27.74 
22.07 
22.55 
16.31 
17.05 
17.90 
17.32 
16.23 
17.14 
16.77 
17.54 
17.10 
14.74 
15.52 
15.38 
13.80 
29.50 
31.15 
24.33 
24.72 
16.04 
17.42 
18.23 
17.68 
16.53 
16.16 
16.68 
15.91 
15.28 
16.19 
15.71 
13.57 
k and Meat Statistics (1963). 
cid St. Paul. 
arkets: Chicago, St. Louis, Kansas City, St. Joseph, St. Paul, 
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Table 11. Actual prices in dollars for livestock sold, 1953-1962^ 
Description Date sold Units 1953 1954 1955 1956 
Steers 
Choice 
Choice/prime^ 
Good*^ 
Heifers 
Choice® 
Barrows and gilts^ 
Sows S 
Oct. cwt. 25.63 25.37 22.01 26.08 
Sept. cwt. 26.89 26.14 23.17 29.11 
May cwt. 20.95 21.79 20.66 18.78 
June-July cwt. 20.53 22.12 21.78 20,35 
May-June cwt. 23.78 24.63 17.70 16.05 
June-July cwt. 24.71 23.01 17.97 16.13 
July-Aug. cwt. 24.67 22.10 16.43 16.22 
Sept.-Oct. . cwt. 22.63 19.01 14.76 15.54 
Oct.-Nov. cwt. 20.81 18.32 12.76 14.86 
Nov.-Dec. cwt. — — 22.02 17.58 10.96 
Dec.-Jan. cwt. 24.08 16.57 10.82 16.92 
Jan.-Feb. cwt. 24.95 15.91 11.73 
Mar.-Apr. cwt. 26.02 15.90 13.72 
July-Aug. cwt. 20.88 17.77 13.74 14.08 
Aug.-Sept. cwt. 21.53 18.02 13.82 14.70 
Sept.-Oct. cwt. 20.94 17.10 13.54 14.48 
Nov.-Dec. cwt. 19.44 15.13 9.21 
®See U. S. Dep't. of Agriculture, Stat. Bull. 333, Livestock and Meat Si 
^Mean monthly price for choice steers, Chicago. 
^Mean monthly price for choice/prime steers, Chicago. 
^Mean monthly price for good steers, Chicago. 
®Mean monthly price for choice heifers, Chicago. 
^Mean price for three midwest markets, Omaha, Sioux City, and St. Paul. 
^Based upon adjusted mean price for sows at eight midwest markets: Chic; 
Sioux City, Indianapolis, and Omaha. 
.962^ 
155 1956 1957 1958 1959 1960 1961 1962 
01 26.08 24.67 26.67 27.19 24.94 24.55 29.50 
n 29.11 26.05 27.34 28.20 25.36 27.74 31.15 
,66 18.78 21.38 26.81 27.87 25.44 22.07 24.33 
,78 20,35 23.08 , 27.28 28.00 25.43 22.55 24.72 
70 16.05 18.64 22.06 15.76 16.28 16.31 16.04 
97 16.13 19.89 22.59 14.93 17.13 17.05 17.42 
43 16.22 20.69 21.79 14.31 17.14 17.90 18.23 
76 15.54 17.97 19.27 13.26 16.77 17.32 17.68 
76 14.86 16.83 18.14 12.67 17.15 16.23 16.53 
58 10.96 15.37 17.44 17.64 12.05 17.14 16.16 
82 16.92 18.52 16.95 12.10 17.12 16.77 — — 
91 11.73 17.24 19.52 15.89 12.97 17.54 16.68 
90 13.72 17.32 20.51 15.75 15.59 17.10 15.91 
74 14.08 18.25 19.61 11.19 14.57 14.74 15.28 
82 14.70 18.52 18.88 11.64 14.33 15.52 16.19 
54 14.48 17.15 17.58 11.27 14.26 15.38 15.71 
13 9.21 13.76 14.95 14.88 9.46 13.80 13.57 
;ock and Meat Statistics (1963). 
and St. Paul. 
markets: Chicago, St. Louis, Kansas City, St. Joseph, St. Paul, 
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Table 12. Actual prices in dollars for livestock sold to inventory on Octobei 
Accounting transactions fc 
Description Units 1952- 1953- 1954- 1955- 1 
53 54 55 56 
Sows, 350 lb 
• 
cwt. 19, .11 16, .29 11, .66 13. 74 1 
Feeder pigs. one month lit. 73. 00 73 .00 58. 40 73. 00 7 
Feeder pigs. 70 lb. cwt. 23. 60 22, .80 21. 00 23. 40 2 
Feeder pigs. 120 lb. cwt. 23. ,60 22. 80 20. 00 23. 40 2 
Feeder pigs. 150 lb. cwt. 21. ,81 19. 32 13. 76 15. ,86 1 
^See U. S. Dep't. of Agriculture, Stat. Bull. 333, Livestock and Meat Sta 
Feeder Pigs? ^lississippi State University Agricultural Experiment Station Bvi 
inasmuch as reliable price series were not available for the entire period. 
Table 13. Actual prices in dollars for feeder calves and yearlings, 1952-53 t 
1952- 1953- 1954- 1955- 1 
Age and grade Units 53 54 55 56 
Choice steer calves^ cwt. 27.30 17.90 20.72 20.41 ] 
Choice yearling steers^ cwt. 25.73 19.12 21.53 23.00 2 
Medium steer calves^ cwt. 22.16 14.76 15.58 15.27 ] 
Choice heifer calves® cwt. 23.00 15.25 17.50 17.00 ] 
^See U. S. Dep't. of Agriculture, Stat. Bull. 333, Livestock and Meat Sté 
Market News Service. 
Based upon mean price for September, October, and November at Kansas Cit 
^Based upon cost data available from firm and Kansas City quotations. 
^Based upon mean price for September, October, and November at Kansas Cit 
®Based upon mean price for first two weeks in November at Kansas City. 
0 inventory on October 31, 1953-1962^ 
anting transactions 
1954- 1955-
55 56 
for end 
1956-
57 
of fiscal 
1957-
58 
year -
1958-
59 
1959-
60 
1960-
61 
1961-
62 
11.66 13.74 15.50 16.27 10.56 14.44 14.34 14.50 
58.40 73.00 73.00 73.00 58.40 73.00 73.00 73.00 
21.00 23.40 21.20 21.40 20.00 18.20 19.80 21.00 
20.00 23.40 21.20 21.40 20.00 18.20 19.80 21.00 
13.76 15.86 17.83 19.14 13.67 18.15 17.23 17.53 
[livestock and Meat Statistics (1963); Simpson & Richmond, How Much for 
Experiment Station Bull. 603, 1960. Feeder pig data are estimates 
the entire period. 
i yearlings, 1952-53 to 1961-62^ 
1954- 1955- 1956- 1957- 1958- 1959- 1960- 1961-
55 56 57 58 59 60 61 62 
20.72 20.41 19.67 25.45 33.73 30.38 26.37 27.86 
21.53 23.00 22.64 23.84 28.25 28.30 25.68 26.28 
15.58 15.27 14.53 20.31 28.59 25.24 21.23 22.72 
17.50 17.00 16.25 22.00 30.50 25.95 22.75 25.25 
[livestock and Meat Statistics (1963); U. S. Dep't. of Agriculture, 
November at Kansas City, 
s City quotations. 
November at Kansas City, 
ber at Kansas City. 
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as a variable. The prices for crops as outputs are based 
upon harvest period prices; prices for crops as inputs for 
livestock activities are annual averages under the assump­
tion of uniform utilization throughout the year. The prices 
for crops as inputs in livestock activities are given in 
Table 14. 
Expected prices 
The price expectation models used in this inquiry were 
derived after extensive discussions with the firm's decision 
makers. An effort was made to construct the unarticulated 
expectation models used in actual decision m a king.Conse­
quently, a number of different price expectation models 
evolved. The six models receiving greatest consideration 
are as follows: 
1. Ten-year weighted trend: (1) 
Y = .1818X^ + .1636X2 + .1455X^ + .1273X^ + .IO9IX3 + 
.0909Xg + .0727Xy + .0545Xg + .0364Xg + .0182Xj^q 
where Y = eigected price in the i-th year, and Xj^, ..., Xj^q 
^Models tentatively advanced after consultation with 
the decision makers were fitted to the actual price pattern 
by least squares methods to determine the predictive value 
of the models, viewed ex post. 
Table 14. Actual prices in dollars for crops as Inputs to livestock activities, 
1953-1962 
Crop Units 1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 
Corn* bu. 1. 37 1. 42 1. 31 1. 31 1, .10 ,97 1. ,00 ,92 ,94 ,94 
Corn silage^ ton 11. ,00 11. ,00 11, .00 10. 00 9. 00 8. ,00 8. 00 8, 00 8. ,00 8, .00 
Hay I® ton 18. ,60 18, .80 16. ,70 18, .60 16, .80 13. ,50 13. ,40 14, 50 15, 10 17. 40 
Hay 11^ ton 20. ,60 20. 80 18, .70 20. ,60 18, .80 15. 50 15, .40 16. 50 17. 10 19, .40 
*Based upon Iowa Crop and Livestock Reporting Service annual averages. 
h 
Adapted from firm cost accounting valuations. 
^Based upon Iowa Crop and Livestock Reporting Service annual averages. 
^Based upon an estimate of high quality legume hay, with fixed reference to 
Hay I. 
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are prices in years preceding the i-th year.^^ With this 
expectation model, the price in the year preceding the year 
for which the expectation is formulated has the greatest im­
pact on expected price. The price in the tenth year pre­
ceding is weighted to have the least impact on the expected 
price. The influence of intermediate years on the expected 
price declines with lapse of time. 
2. Five-year weighted trend: 
Y = .3333X1 + .2667X2 + .2000X3 + .0667X3 (2) 
where Y = expected price in the i-th year, and Xj^, 
18 
are prices in years preceding the i-th year. 
Xr 
3. Five-year mean : 
5 
Y = 2 X^ (3) 
i=l 
5— 
4. Ten-year mean: 
10 
Y = L X^ (4) 
i=l 
10 
^^The coefficient providing the weight for any prior 
year's price may be computed as follows: 
(n + 1) - X. 
g = i 
•J (n + 1) 
where n = the total number of years influencing Y. 
l^ibid. 
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5. Extrapolating prior year's price: 
Ï - \i.l) (5) 
6. Government support price. 
Crops as outputs Two ex ante price expectation models 
were developed for corn as a crop output. For rotations in 
which the firm is eligible for and participates in the govern­
ment price support program, the price expectation model used 
by the decision makers is the announced price support level 
or the expected open market price level whichever was higher. 
The open market price expectation model selected is the five 
year weighted trend. The five-year weighted trend was the 
most accurate predictor of actual prices of the models con­
sidered. Table 15 contains the expected prices derived from 
these models. 
For soybeans, the five-year weighted trend had the best 
predictive record and was selected as the price expectation 
model. The expected prices are given in Table 15. 
Although little difference is noted among the expecta­
tion models on predictive ability for oat prices, the five-
year weighted trend was again used. Table 15 contains the 
expected oat prices for years 1953 through 1962. 
The price expectation model for hay was an extrapolation 
of the prior year's price. The figures for both hay I and 
hay II appear in Table 15. 
Livestock as outputs The decision makers evince less 
Table 15, Expected crop prices, in dollars 1953-1962 
Crop Units 1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 
Corn* bu. 1. 55 1. 51 1. 44 1. 40 1. 36 1. 26 1. 15 1, .13 1. 13 1. 17 
Corn^ bu. 1. 47 1, .43 1. 44 1. 40 1. 36 1. 26 1. 15 1. 07 1. 00 .96 
Oats bu. .81 .78 .78 .73 .69 .67 .63 .61 .61 .61 
Soybeans bu. 2. 69 2. 66 2, .80 2. 63 2, .53 2. 38 2. 22 2, .10 2. 02 2. 16 
Hay I ton 17. 20 18. 60 18. 80 16. 70 18. 60 16. 80 13. 50 13, .40 14. 50 15. 10 
Hay II ton 19, .20 20. 60 20. 80 18. 70 20. 60 18. 80 15. 50 15, .40 16. 50 17. 10 
^or activities based upon government price support program prices. 
^For activities based upon open market prices. 
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concern over hog prices in the short run than in underutili-
zation of hog facilities. Thus, although price expectations 
do not generally have a profound effect upon resource allo­
cation involving hog activities within the firm, some inclina­
tion exists to consider price expectations in small marginal 
adjustments. The expectation model chosen for use in the hog 
activities for market weight barrows and gilts is the five-
year mean. The expected prices are given in Table 16. For 
sows, the five-year mean is also used as shown in Table 16. 
For slaughter cattle prices, the ten-year mean seemed to 
be consistent with the decision makers' un articulated price 
expectation model. The ten-year mean provided the best pre­
dictive indication of actual prices of the models considered, 
although no model provided a very close fit to the pattern 
of actual prices. The expected prices for the various 
slaughter grades relevant to the cattle feeding activities 
in this inquiry are given in Table 16. For cattle, the ex­
pected price is based upon expectations fcr the anticipated 
marketing period, and not upon expectations for the entire 
year as in the case of hogs. 
Nonfarm inputs For nonfarm inputs — fertilizer, 
limestone, and cmmnercial protein — the price expectation 
model adopted is the extrapolated prior year's price. Table 
17 gives the expected price for these itans. 
Crops as inputs The same price expectation model is 
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Table 16. Expected livestock prices in dollars, 1953-1962* 
Units 1953 1954 1955 1956 
Hogs 
Barrows and gilts cwt. 19.36 19.05 19.79 19.10 
Sows cwt. 17.72 17.37 17.86 17.05 
Cattle 
Choice steers cwt. 24.85 25.73 26.62 27.34 
Choice/prime steers cwt. 25.98 26.93 27.90 28.58 
Good steers cwt. 22.02 22.77 23.56 24.27 
Choice heifers^ cwt. 24.27 24.92 25.69 26.34 
^These expected prices are comparable to the actual prices in Table 11 
^Due to incomplete series of slaughter heifer prices, the expected pri 
choice steers for the same marketing period. For years in which data are t 
choice steer prices. 
1956 1957 1958 1959 1960 1961 1962 
19.10 17.97 18.05 17.73 16.26 16.49 17.00 
17.05 16.12 16.16 15.74 14.39 14.51 14.82 
27.34 27.63 27.39 27.04 27.22 26.87 25.74 
28.58 28.99 28.65 28.15 28.28 27.87 26.71 
24.27 24.47 . 24.46 24.41 24.77 24.64 23.65 
26.34 26.74 26.52 25.84 26.05 25.66 24.33 
.n Table 11 with respect to markets upon which the data are based. 
[pected price of choice heifers is taken as .76 per cwt. less than 
data are available, choice heifer prices averaged .76 lower than 
Table 17. Expected prices in dollars of specified nonfarm inputs, 1953-62 
Input Units 1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 
Fertilizer 
N 
P 
K 
Limestone 
Commercial protein 
Cottonseed meal 
Soybean meal 
lb. .1293 .1328 .1364 .1315 .1245 .1206 .1236 .1218 .1212 .1225 
lb. .0851 .0856 .0867 .0863 .0852 .0858 .0882 .0874 .0887 .0891 
lb. .0476 .0463 .0445 .0433 .0428 .0434 .0436 .0432 .0428 .0435 
ton 4.02 4.11 4.14 4.20 4.34 4.46 4.57 4.62 4.66 4.67 
cwt. 5.18 4.31 4.30 4.08 4.07 4.07 4.22 4.45 4.34 4.36 
cwt. 5.55 4.74 5.32 4.33 4.01 3.80 4.14 4.22 4.08 4.50 
w 
o 
w 
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used for crops as inputs as was formulated for crops as out­
puts, with one exception: the price expectation for corn as 
an input is based solely on open market price expectations 
and not upon government price support levels. 
Input and Output Production Data Used in Analysis 
The input-output coefficients constitute a vital part 
of a linear programming problem. As the link between physi­
cal relationships and resource allocation, input-output co­
efficients are based to a considerable degree upon data pro­
vided by the physical sciences and obtained through experi­
mentation or empirical observation. The following para­
graphs, specifying the coefficients derived for use in this 
study, also draw upon records maintained by the respondent 
firm. 
Activities in this study are constructed with economic 
independence, i.e.. all outputs from rotation activities are 
"sold" and the proceeds credited to the producing activity. 
The sale may be to a non farm purchaser or it may be to firm 
inventory. Livestock activities using crop outputs as in­
puts purchase needed quantities from inventory. Appropriate 
accounting is made of inventory amounts in order to debit 
using activities with a transportation and handling charge 
for inputs purchased in excess of inventory levels. 
Rotation activities 
Previous studies involving farms in the same general geo­
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graphic areas as the respondent firm, and concerning similar 
soil types, have revealed that relatively few crop rotations 
ordinarily enter Into the most profitable plans In this soil 
19 
association area. Accordingly, the basic rotations Included 
as activities of this study are as follows with variations 
for level of fertilization, eligibility or nonellglblllty for 
participation In the current government agricultural program, 
and whether land Is rented or owned. 
1. - corn-soybeans-corn-oats-meadow, on owned land, 
under high fertilization rates, and assuming participation 
In the government price support program. 
2. Pg - corn-soybeans-corn-oats-meadow, on owned land 
under medium fertilization rates, and assuming participation 
In the government price support program. 
3. Pg - corn-corn-oats-meadow on owned land, under high 
rates of fertilization, and assuming participation In the 
government price support program. 
4. P^ - corn-corn-oats-meadow on owned land, under medi­
um fertilization rates, and assuming participation in the 
government price support program. 
5. Pg - corn-soybeans-corn-oats-meadow on owned land, 
^^See, e.g., Mackle. Optimum Farm Plans for Beginning 
Farmers in Central Iowa (lowa State University unpublished 
Ph.D. dissertation, 1956). 
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under high rates of fertilization, and assuming nonpartlcl-
patlon In the government price support program. 
6. Pg - corn-soybeans-corn-oats-meadow on owned land, 
under medium rates of fertilization, and assuming nonpartlcl-
patlon In the government price support program. 
7. Pg - corn-soybeans-corn-oats-meadow on rented land, 
under high fertilization rates, and assuming participation 
In the government price support program. 
8. P^Q - corn-soybeans-corn-oats-meadow on rented land, 
under medium rates of fertilization, and assuming partici­
pation In the government price support program. 
9. Pj^^ - corn-soybeans-corn-oats-meadow on rented land, 
under high rates of fertilization, and assuming nonpartlcl-
patlon in the government price support program. 
10. P2^2 " corn-soybeans-corn-oats-meadow on rented land, 
under medium rates of fertilization, and assuming nonparticl-
patlon in the government price support program. 
11. ^21' continuous soybeans grown on owned land under 
a high rate of fertilization. 
12. P22 - continuous soybeans grown on rented land under 
a high rate of fertilization. 
Crop yields Yields of crops for the major agronomic 
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20 
variations of the basic rotations were developed both on 
ex ante and ex post bases. The ^  ante yield estimates for 
corn and soybeans are based upon the assumption that a de­
cision maker's expectation as to agronomic yields may rea­
sonably take into account most or all of the nonweather 
variables impinging upon crop yields. Ex «ite yields for 
oats and hay are averages of long-run firm yields for those 
crops. Ex post yields for all crops are based upon actual 
yield data for the firm in each year 1953 through 1962, 
supplemented by estimates of actual yields for fertiliza­
tion levels for which the firm had no actual yield data. In 
all ex ante and ex post yield estimates, personnel of the 
Department of Agronomy, Iowa State University, provided tech­
nical assistance. 
The ex ante yields for corn and soybeans are uniquely 
determined. Expected yields were obtained for a base year 
using available empirical information on yields for the same 
21 
or similar soil types. The base year estimates were made 
20 
The three basic rotations, corn-soybeans-corn-oats-
meadow; corn-corn-oats-meadow; and continuous soybeans are re­
ferred to as rotations I, 11, and 111 respectively. Rotations 
under high fertilization ratés are denoted by (A); those under 
medium rates of fertilization rates are denoted by (B); thus, 
rotation 11(B) refers to the com-corn-oatsmeadow rotation 
under medium rates of fertilization. 
21 See Shrader, Schaller, Pesek, Slusher, & Rlecken, Esti­
mated Crop Yields on Iowa Soils (Iowa State University Agri­
cultural and Home Economics Experiment Station Special Report 
No. 25, I960). Pursuant (Footnote continued on next page.) 
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on the basis of an aggregate soil type comprised of the soil 
types found on the respondent firm and in the same proportions. 
Inasmuch as a large part of the published yield data used were 
drawn from 1956, that year was taken as the base period. Re-
22 gression coefficients or trend factors derived statistically 
23 by Thompson were applied to arrive at the ex ante yields 
for other years.Thus, the ex ante yields fall along a 
(Footnote continued.) to advice by personnel of the Iowa 
State University^Department of Agronomy, yield data from Spe­
cial Report No. 25, supra, were utilized tor the base year 
e:q>ectation under the hign level of fertilization. Adjust­
ments of thirteen bushels per acre for corn, twelve bushels 
per acre for oats, one ton per acre for hay, and one and one-
half bushels per acre for soybeans provided yields under the 
medium rate of fertilization. The yield estimates provided 
by Special Report No. 25 for Clarion-Webster soils are for the 
latitude in the vicinity of Fort Dodge. Iowa. Yield adjust­
ments for geographic displacement north or south from Fort 
Dodge are unnecessary in this study Inasmuch as the respond­
ent firm is located on almost the same latitude as Fort Dodge. 
See Special Report No. 25, p. 16. It was observed that aver­
age actual yield figures on owned land of the firm for the ten-
year period were nearly identical with average expected yields 
under high fertilization based upon Special Report No. 25 
data. Likewise, average actual yields on rented land were 
very close to average expected yields under medium rates of 
fertilization based upon adjustments to Special Report No. 25 
information. 
22 The regression coefficients used were seventy-six hun­
dredths bushel per acre per year for corn and forty hundredths 
bushel per acre per year for soybeans. 
23 See Thompson, Weather and Technology in the Production 
of Corn and Soybeans (Iowa State University Center for Agri­
cultural and Economic Development Report No. 17, 1963). 
^^An argument can be made that regression coefficients 
frcm the Thompson study, which was based upon aggregate data 
from^crop reporting districts, are inapplicable to an individ­
ual firm. Moreover, it is unlikely that the effects of tech­
nology within a particular firm would produce a continuous 
linear trend line. However, it was concluded that use of 
the Thompson data, even with shortcomings in micro application, 
was preferred to ignoring entirely the problem of changing 
expectations with changing technology and fertilization 
rates é 
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Table 18. Ex ante and ex post yield per composite acre of rotations 1(A), 
Rotation Units 1953 1954 1955 1956 
1(A) 
Corn ex ante bu. 29 .67 29 .97 30 .28 30 .58 
ex post bu. 27 .32 24 .40 27 .36 26 .00 
Soybeans ex ante bu. 5 .56 5 .66 5 .75 5 .85 
ex post bu. 5 .60 7 .00 6 .00 5 .60 
Oats ex ante bu. 10 .88 10 .88 10, .88 10 .88 
ex post bu. 8 .40 15 .00 13, .50 12 .40 
Hay ex ante ton .66 .66 .66 .66 
ex post ton .88 .98 .78 .84 
1(B) 
Corn ex ante bu. 24, .47 24 .77 25, .08 25 .38 
ex post bu. 22 .12 19 .20 22. 16 20 .80 
Soybeans ex ante bu. 5, .26 5 .36 5, .45 5 .55 
ex post bu. 5, .30 6 .70 5. 90 5, .30 
Oats ex ante bu. 8, .48 8 .48 8. 48 8 .48 
ex post bu. 6, .00 12 .60 11. 10 10, .00 
Hay ex ante ton .46 .46 ,46 .46 
ex post ton .68 .78 ,58 .64 
11(A) 
Corn ex ante bu. 37, .09 37 .47 37. ,85 38, .23 
ex post bu. 34. 15 30, .50 34. 20 32, .50 
Oats ex ante bu. 13, .60 13, .60 13. 60 13, .60 
ex post bu. 10. 50 18, .75 16. ,88 15, .50 
Hay ex ante ton ,82 .82 ,82 .82 
ex post ton I. ,10 l. 23 ,98 I. 05 
11(B) 
Corn ex ante bu. 3d. ,59 30. 97 31. ,35 31. 73 
ex post bu. 27. ,65 24, .00 27. 70 26, .00 
Oats ex ante bu. 10. ,60 10. 60 10. ,60 10. 60 
ex post bu. 7. 50 15, .75 13. 88 12, .50 
Hay ex ante ton 57 .57 » 57 ,57 
ex post ton 85 ,98 
• 
73 ,80 
III 
Soybeans ex ante bu. 24. 31 24. ,79 25. 27 25. 75 
ex post bu. 24. 50 31. ,50 26. 50 24, .50 
E rotations 1(A), 1(B), 11(A), 11(B), and III for owned land, 1953-1962 
1955 1956 1957 1958 1959 1960 1961 1962 
30.28 30.58 30.88 31.19 31.49 31.80 32.10 32.40 
27.36 26.00 29.76 32.40 30.00 38.60 34.52 38.84 
5.75 5.85 5.95 6.04 6.14 6.23 6.33 6.43 
6.00 5.60 6.10 5.00 5.18 7.30 5.96 6.10 
10.88 10.88 10.88 10.88 10.88 10.88 10.88 10.88 
13.50 12.40 10.40 10.40 11.40 13.68 12.18 14.40 
.66 .66 .66 .66 .66 .66 .66 .66 
.78 .84 .70 .84 . .60 .70 .52 .58 
25.08 25.38 25.68 25.99 26.29 26.60 26.90 27.20 
22.16 20.80 24.56 27.20 24.80 33.40 29.32 33.64 
5.45 5.55 5.65 5.74 5.84 5.93 6.03 6.13 
5.90 5.30 5.80 4.70 4.88 7.00 5.66 5.80 
8.48 8.48 8.48 8.48 8.48 8.48 8.48 8.48 
11.10 10.00 8.00 8.00 9.00 11.28 9.78 12.00 
.46 .46 .46 .46 .46 .46 .46 .46 
.58 .64 .50 .64 .40 .50 .32 .38 
37.85 38.23 38.61 38.99 39.37 39.75 40.13 40.51 
34.20 32.50 37.20 40.50 37.50 48.25 43.15 48.55 
13.60 13.60 13.60 13.60 13.60 13.60 13.60 13.60 
16.88 15.50 13.00 13.00 14.25 17.10 15.23 18.00 
.82 .82 .82 .82 .82 .82 .82 .82 
.98 1.05 .88 1.05 .75 .88 .65 .73 
31.35 31.73 32.11 32.49 32.87 33.25 33.63 34.01 
27.70 26.00 30.70 34.00 31.00 41.75 36.65 42.05 
10.60 10.60 10.60 10.60 10.60 10.60 10.60 10.60 
13.88 12.50 10.00 10.00 11.25 14.10 12.23 15.00 
.57 .57 .57 .57 .57 .57 .57 .57 
.73 .80 .63 .80 .5.0 .63 .40 .48 
25.27 25.75 26.23 26.71 27.19 27.67 28.15 28.63 
26.50 24.50 27.00 21.50 22.40 33.00 26.30 27.00 
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Table 19. Ex ante and ex post yield per composite acre of rotations 1(A), I 
Rotation Units 1953 1954 1955 1956 
1(A) 
Corn ex ante bu. 29.93 30.23 30.54 30.84 
ex post bu. 19.60 23.28 30.40 23.68 
Soybeans ex ante bu. 5.62 5.72 5.81 5.91 
ex post bu. 5.60^ 5.90 6.00* 5.72 
Oats ex ante bu. 10.99 10.99 10.99 10.99 
ex post bu. 6.40 9.34 12.18 12.40 
Hay ex ante ton .66 .66 .66 .66 
ex post ton .88 .98 .78 .84 
1(B) 
Corn ex ante bu. 24.73 25.03 25.34 25.64 
ex post bu. 14.40 18.08 25.20 18.48 
Soybeans ex ante bu. 5.32 5.42 5.51 5.61 
ex post bu. 5.30^ 5.60 5.70* 5.42 
Oats ex ante bu. 8.59 8.59 8.59 8.59 
ex post bu. 4.00 6.94 9.78 10.00 
Hay ex ante ton .46 .46 .46 • .46 
ex post ton .68* .78* .58* .64* 
III 
Soybeans ex ante bu. 24.61 25.09 25.57 26.05 
ex post bu. 24.50 26.50 26.50 25.10 
^Estimated, 
1 " 
if rotations 1(A), l(B), and III on rented land, 1953-1962 
1955 1956 1957 1958 1959 1960 1961 1962 
30.54 
30.40 
5.81 
6.00® 
10.99 
12.18 
.66 
.78 
25.34 
25.20 
5.51 
5.70® 
8.59 
9.78 
.46 
.58* 
25.57 
26.50 
30.84 
23.68 
5.91 
5.72 
10.99 
12.40 
.66 
.84 
25.64 
18.48 
5.61 
5.42 
8.59 
10.00 
• .46 
.64® 
26.05 
25.10 
31.14 
31.20® 
6.01 
6.08 
10.99 
10.40 
.66 
.70 
25.94 
26.00* 
5.71 
5.78 
8.59 
8.00® 
.46 
.50* 
26.53 
26.90 
31.45 
36.48 
6.10 
5.20 
10.99 
10.40 
.66 
.84 
26.25 
31.28 
5.80 
4.90 
8.59 
8.00® 
.46 
.64* 
27.01 
22.50 
31.75 
32.52 
6.20 
7.10 
10.99 
11.40 
.66 
.60 
26.55 
27.32 
5.90 
6.80  
8.59 
9.00® 
.46 
.40* 
27.49 
32.00 
32.06 
37.20 
6.29 
7.12 
10.99 
13.48 
.66 
.70 
26.86 
32.00 
5.99 
6.82 
8.59 
11.28® 
.46 
.50* 
27.97 
32.10 
32.36 
39.48 
6.39 
5.54 
10.99 
12.18 
.66 
.52 
27.16 
34.28 
6.09 
5.24 
8.59 
9.78® 
.46 
.32* 
28.45 
24.20 
32.66 
37.20 
6.49 
5.32 
10.99 
14.40 
.66 
.58 
27.46 
32.00 
6.19 
5.02 
8.59 
12.00* 
.46 
.38* 
28.93 
23.10 
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trend line which represents, ostensibly, the influence of 
technology and average weather upon crop yields over the ten-
year period. It is assumed, in applying the Thompson coef­
ficients, that decision makers can reasonably develop expec­
tations about nonweather factors affecting crop yields. The 
actual yields are the product of all factors impinging upon 
corn and soybean yields over the ten-year period, including 
weather. Tables 18 and 19 contain the ex ante and post 
yields of crops per composite acre of rotation for the ro­
tations and fertilization levels on owned and rented land, re­
spectively. 
Fertilization rates The rates of fertilization needed 
to attain the "medium" and "high" levels assumed in the yield 
estimates, supra, are given in Tables 20 and 21 for owned and 
25 
rented land, respectively. 
Labor requirements Labor requirements in tems of 
hours of labor per composite rotation acre for each two 
month labor use period appear in Table 22. These data are 
based upon the assumption of above average management and 
the utilization of the type of labor-using tillage, plant­
ing, and harvesting equipment employed during the period by 
the respondent firm. 
2^it is assumed that limestone needs were approximately 
200 pounds per acre per year under most rotations. For rented 
land, the tenant pays one-half of the cost of limestone 
applied. 
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Table 20. Founds of fertilizer nutrients required to attain 
"medium" and "high" fertilization levels on owned 
land.^ 
Levels of fertilization 
Rotation Medium (B) High (A) 
N P K N P K 
I Corn 
Soybeans 
Corn 
Oats 
Meadow 
6.17 
0 
36.17 
10.31 
0 
50.27 
0 
50.27 
41.10 
0 
19.96 
0 
19.96 
0 
0 
31.17 
0 
61.17 
20.72 
0 
61.10 
10.00 
61.10 
61.10 
0 
39.37 
0 
39.37 
1.37 
0 
II Corn 
Corn 
Oats 
Meadow 
6.17 
36.17 
10.31 
0 
50.27 
50.27 
41.10 
0 
19.96 
19.96 
0 
0 
31.17 
61.17 
20.72 
0 
61.10 
61.10 
61.10 
0 
39.37 
39.37 
1.37 
0 
III Soybeans 0 0 0 0 10.00 0 
Requirements for one composite 
acre of rotation 
I 10.53 28.33 7.98 22.61 38.66 16.02 
II 13.16 35.41 9.98 28.27 45.83 20.03 
III 0 0 0 0 10.00 0 
See Guide to Fertilizer Use for the Clarion-Webster Soil 
Association Area (Iowa State University Extension Service Pam. 
228-1, 1961); Shrader, Schaller, Pesek, Slusher, & Rlecken, 
Estimated Crop Yields on Iowa Soils (Iowa State University 
Agricultural and Hone Economics E3q>erlment Station Special Re­
port No. 25, 1960). 
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Table 21. Founds of fertilizer nutrients required to attain 
"medium" and "high" fertilization levels on rented 
land 
Levels of fertilization 
Rotation Medium (B) High (A) 
N P K N P K 
I Corn 
Soybeans 
Corn 
Oats 
Meadow 
5.46 
0 
35.46 
10.23 
0 
50.00 
0 
50.00 
40.00 
0 
19.77 
0 
19.77 
0 
0 
30.46 
0 
60.46 
20.23 
0 
60.00 
10.00 
60.00 
60.00 
0 
39.54 
0 
39.54 
0 
0 
II Corn 
Corn 
Oats 
Meadow 
5.46 
35.46 
10.23 
0 
50.00 
50.00 
40.00 
0 
19.77 
19.77 
0 
0 
30.46 
60.46 
20.23 
0 
60.00 
60.00 
60.00 
0 
39.54 
39.54 
0 
0 
III Soybeans 0 0 0 0 10.00 0 
Requirements for one composite 
acre of rotation 
I 10.23 28.00 7.91 22.23 38.00 15.82 
II 12.79 35.00 9.89 27.79 45.00 19.77 
III 0 0 0 0 10.00 0 
'^ee Guide to Fertilizer Use for the Clarion-Webster Soil 
Association Area (Iowa State University Extension Service Pam. 
228-1, 1961); Sturader, Schaller, Pesek, S lusher, & Riecken, 
Estimated Crop Yields on Iowa Soils (Iowa State University 
Agricultural and Home Economics Experiment Station Special Re­
port No. 25, 1960). 
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Table 22. Estimated labor use in hours per composite rotation 
acre^by rotation activities for owned and rented 
land* 
Rotation F A 
Labor 
B 
use period 
C D E Total 
I (A) .32 .79 1.48 1.25 .87 4.71 
I (B) .32 mm — .77 1.46 1.20 .87 4.62 
II (A) .40 mmmm .81 1.45 1.25 .84 4.75 
II (B) .40 .79 1.43 1.20 .84 4.66 
III • •  .72 1.60 1.20 .99 4.51 
^Adapted in part from Farm Management Manual (University 
of Illinois Department of Agricultural Economics, 1962). 
26 
Variable costs Unlike labor, which is provided en­
tirely by the tenant, variable costs are borne in part by 
27 the landlord. Therefore, variable costs are different for 
rotations I, 11, and III and, within each rotation, different 
for owned and rented land. Table 23 gives the amount of 
Variable costs do not include the cost of fertilizer or 
limestone materials which are separately computed. The term 
"variable costs" includes machinery and equipment operating 
costs, seed, and a miscellaneous charge to cover general over­
head variable costs. 
27 The lease contract assumed is the same contract used by 
the respondent firm in actually leasing real property during 
the ten-year period. It is assumed that said contract repre­
sents the most optimal contract obtainable by the firm under 
the circumstances. The lease provides for real property 
rental to be paid annually in the form of 50% of corn produced, 
40% of the soybean output, 40% of the oat crop, and 50% of 
payments for idled acres. The landlord pays 50% of the seed 
corn, fertilizer, and limestone costs. All costs for seed 
oats and soybean seed are paid by tenant. 
Table 23. Variable costs per composite rotation acre for owned and rented land 
Owned land 
Rotation Capital use period 
F A B C D E Total 
Period (dollars)(dollars)(dollars)(dollars)(dollars)(dollars)(dollars) 
I 1952-53 to 1958-59 . 88 - 2.16 2.84 1.85 .92 8.65 
1959-60 to 1961-62 .92 2.27 2.98 1.94 .97 9.08 
II 1952-53 to 1958-59 .87 2.39 2.44 2.23 .65 8.58 
1959-60 to 1961-62 .91 2.51 2.56 2.34 .68 9.00 
III 1952-53 to 1958-59 a* w 2.15 4.45 .35 1.99 8.94 
1959-60 to 1961-62 - — — 2.26 4.67 .37 2.09 9.39 
Rotation 
Period 
Rented land 
Capital use period 
B C D E Total 
(dollars) (dollars) (dollars) (dollars) (dollars) (dollars) (dollars) 
1952-53 to 1958-59 
1959-60 to 1961-62 
,88 
.91 
2.16 
2.27 
2.36 
2.48 
1.85 
1.94 
.92 
.97 
8.17 
8.57 
III 1952-53 to 1958-59 
1959-60 to 1961-62 
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variable costs per composite rotation acre by two-month capi­
tal use period. For all variable costs in this, study, it 
was observed that cost levels rose generally during the ten-
year period. In order to take that factor into account, 
variable costs are increased by five per cent over prior 
levels at the beginning of the 1959-60 fiscal year. 
Interest costs Throughout this study, it is assumed 
that the ex ante side of each production activity should 
recognize the amount of capital invested in each activity and 
the period of time over which the investment extends. The 
premise supporting this assumption is that capital invested 
in fertilizer, seed corn, gasoline, or other costs has an 
alternate use equal to the applicable Interest rate. Heavy 
capital-using activities with long production periods should 
bear an interest charge proportionately greater than low 
capital-using activities with short production periods. Ac­
cordingly, the rotation activities are charged, on the ex 
28 
ante side only, with an amount of Interest computed as a 
119 
variable cost. The rate of interest charged is the 
29 
rate (the actual borrowing cost for production credit). 
28 Capital actually used on an ex post basis enters the 
programming matrix either as accumuT^Tted firm capital upon 
which no interest is charged, or as debt capital borrowed at 
a positive interest rate. To make an Interest charge on 
capital on the ex post side of production activities would 
result in a douBTe interest charge. 
2*See Chapter IV. 
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In order to simplify Interest computations, it Is assumed that 
costs Incurred during each two-month capital use period are 
all Incurred at the mld-polnt of each such capital use period. 
Interest Is computed on cost amount;s from that date to the 
date of product sale from the activity. The Interest charge 
Is debited on the date of product sale, on the assumption 
that borrowed capital would be repaid with Interest on that 
date. Due to changing price levels and Interest rates. In­
terest charges are unique for each year of each rotation. 
Livestock activities 
The livestock activities selected for Inclusion In this 
study were chosen on the basis of enterprise profitability 
In comparable studies, preliminary budgeting using restraints 
and transformation information from the respondent firm, and 
interrogation of the firm's decision makers as to the range 
of activities managerlally acceptable to them. Livestock 
activities appearing in the linear programming matrix are 
limited thereby to three basic hog activities (with continua­
tion activities in succeeding years to feed out immature 
animals farrowed in the i-th year) and four beef cattle feed­
ing activities. 
Hog activities The three basic hog activities in­
cluded in the study are as follows: 
1. - four farrowings of hogs per year utilizing a 
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production unit of two sows and four litters. Farrowings 
occur in January, April, July, and October. Sow I is pur-
30 
chased from inventory as a bred gilt on November 1 and 
farrows litter À in January. The pigs are weaned in Febru­
ary and marketed in June and July. Sow I is rebred in March 
for July farrowing (litter B). Litter B is weaned in August 
and the sow is sold in September. The litter, immature at 
the end of the fiscal year, is sold to inventory on October 
31, purchased from inventory by activity P^g on November 1, 
and marketed in December and January. 
Sow II, purchased from inventory as an unbred gilt 
on November 1, is bred in December for April farrowing 
(litter A). The pigs are weaned in May and marketed in 
September and October. Sow II is rebred in June for Octo­
ber farrowing (litter B). The sow and pigs are sold to in­
ventory on October 31 and purchased from inventory by ac­
tivity on November 1. The sow is sold in December after 
November weaning. The pigs in litter B are marketed in March 
and April. 
2. Pj^^ - six farrowings of hogs per year utilizing a 
on 
Bred and unbred gilts are provided as needed by hog 
activities in the year preceding. For appropriate marketings, 
gilts are removed from the fattening herd and placed on a 
ration suitable for maintenance and growth prior to breeding. 
The additional cost of such feeding and care is reflected in 
the price paid for breeding gilts from inventory. 
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production unit of three sows and six litters. Farrowings 
occur in December, February, April, June, August, and Octo­
ber. Sow I is purchased from inventory as a bred gilt on 
November 1 for December farrowing of litter A. The pigs 
are weaned in January and marketed in May and June. Sow I 
is rebred in February for June farrowing of litter B. The 
pigs are weaned in July, sold to inventory on October 31, 
purchased frcm inventory by activity on November 1, and 
marketed in November and December. Sow I is sold in August. 
Sow II is purchased from inventory on November 1 as 
a bred gilt for February farrowing of litter A. The pigs are 
weaned in March and sold in July and August. Sow II is re­
bred in April for August farrowing of litter B. The pigs 
are weaned in September and the sow is sold in October. 
The immature pigs in litter B are sold to inventory on Oc­
tober 31, purchased from inventory on November 1 by activity 
P49, and marketed in January and February. 
Sow III, purchased on November 1 as an open gilt, 
is bred in December for April farrowing (litter A). The 
pigs are weaned in May and marketed in September and Octo­
ber. Sow III is rebred in June and farrows in October. The 
sow and pigs are sold to inventory on October 31 and purchased 
from inventory by activity on November 1. The pigs are 
weaned in November and sold in March and April. The sow is 
smoothed up and sold in December. 
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3. - two farrowings of hogs per year utilizing a 
production unit of one sow and two litters, Farrowings 
occur in February and August. The relevant dates for breed­
ing sows, farrowing pigs, weaning pigs, rebreeding sows, 
marketing pigs, and marketing sows are the same as for 
litters 11(A) and 11(B) under activity 
Production output In all hog activities it is 
assumed that each litter of pigs weighs 1,670 pounds by the 
31 
marketing date, vAiich is six months from date of farrowing. 
Sows are assumed to weigh 400 pounds vAien smoothed up for 
market after farrowing the second litter of pigs. Transac­
tions involving sale of animals to and purchase of animals 
from inventory use comparable weights based upon the age of 
the litter and the stage of the sow in the gestation, lac­
tation, or smoothing up process. 
Feed requirements The feed requirements per 
litter and per activity are given in Tables 24 to 29. All 
grain inputs are computed in terms of corn equivalence; 
amounts of pasture and legume roughage are given in hay II 
equivalence. Feed needs are broken down by two-month capi­
tal use periods for each litter. 
The rations formulated for the base year (1952-53) are 
^^This fi^re is based upon litter size and feed conver­
sion records of the respondent firm. 
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Table 24. Feed requirements' per litter and per activity, P and P , for 195: 
13 48 
Litter F A 
Capital 
B 
use periods 
C D E . 
Activity P^^ 
6.16 18.69 28.65 53.65 — — — — 
40.48 118.78 178.39 332.65 —  —  — —  
40.00 56.46 89.20 116.32 --
B a* mm M 5.16 6.16 15.72 29.65 
— - —  —  33.90 40.47 99.24 184.96 
— 13.64 40.00 56.46 89.20 
4.51 5.66 12.43 22.68 40.16 26.82 
29.63 37.19 80.39 142.10 248.99 166.28 
13.64 26.82 48.23 58.74 102.76 58.16 
mm mm tm » 2.42 5.66 12.43 
— -
--
— — 15.90 37.19 80.39 
--
-- - - 7.32 26.82 48.23 
10.67 24.35 46.24 84.91 61.54 68.90 
70.11 155.97 292.68 531.12 385.42 431.63 
53.64 83.28 151.07 222.38 186.04 195.59 
II 
(A) 
(B) 
(A) 
II (B) 
Total 
Corn 
Supp. 
Hay eq. 
Corn 
Supp. 
Hay eq. 
Corn 
Supp. 
Hay eq. 
Corn 
Supp. 
Hay eq. 
Corn 
Supp. 
Hay eq. 
^Adapted from Sitterley. Rates of Feed Consumption by Livestock (Ohio State 
rev. 1959). See also. National Academy of Sciences — National Research Council 
rev. 1959). 
f, P and P , for 1952-53 to 1956-57 
13 48 
Lods Sub Capital use periods Sub 
D E . total FAB total Total 
Activity P 
48 
-- -- 107,15 -- -- -- -- 107.15 
— —  — —  6 7 0 , 3 0  — —  — —  — —  — —  6 7 0 , 3 0  
-- 301,98 -- -- -- 301,98 
15.72 29.65 56.69 53.65 — — 53.65 110,34 
99,24 184.96 358.57 332.65 — — 332,65 691.65 
56.46 89.20 199.30 116.32 — — 116.32 315,62 
40,16 26.82 . 112.26 — — — — 112.26 
248,99 166.28 704,58 — — — — 704,58 
102,76 58.16 308,35 — — -- — 308.35 
5.66 12.43 20.51 22.68 40,16 26.82 89.66 110.17 
37.19 80.39 133,48 142.10 248.99 166.28 557.37 690,85 
26.82 48,23 82.37 58.74 102,76 58.16 219.66 302,03 
61.54 68.90 296.61 76.33 40.16 26.82 143.31 439,92 
385.42 431,63 1,866.93 474.75 248.99 166.28 890,02 2,756.95 
186.04 195,59 892,00 175.06 102.76 58.16 335.98 1,277.98 
Y Livestock (Ohio State University Agricultural Extension Service Bull. 308, 
tional Research Council, Nutrient Requirements of Swine (Publication No, 648, 
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Table 25. Feed requirements per litter and per activity, P and P , for 19t 
13 48 
Litter 
Capital use periods 
B C 
Activity P 
13 
II 
II 
(A) Corn 
Supp. 
Hay eq. 
(B) Corn 
Supp. 
Hog eq. 
(A) Corn 
Supp. 
Hay eq. 
(B) Corn 
Supp. 
Hay eq. 
6.28 19.07 29.23 54.74 -- —  -
33.43 98.09 147.31 274.70 — --
40.00 56.46 89.20 116.32 — —  -
mm mm » a 5.26 6.28 16.04 30.26 
— — 
— —  27.99 33.42 81.95 152.74 
• -- 13.64 40.00 56.46 89.20 
4.60 5.77 12.68 23.14 40.97 27.36 
24.47 30.71 66.39 117.34 205.61 137.31 
13.64 26.82 48.23 58.74 102.76 58.16 
2.47 
13.13 
7.32 
5.77 
30.71 
26.82 
12.68 
66.39 
48.23 
Total Corn 
Supp. 
Hay eq. 
10.88 
57.90 
53.64 
24.84 
128.80 
83.28 
47.17 
241.69 
151.07 
86.63 
438.59 
222.38 
62.78 
318.27 
186.04 
70.30 
356.44 
195.59 
Adapted from Sitterley, Rates of Feed Consumption by Livestock (Ohio Stat 
rev. 1959). See also. National Academy of Sciences — National Research Counci 
rev. 1959). 
:y, P and P , for 1957-58 to 1961-62 
13 48 
iods Sub Capital use periods Sub 
D E total FAB total Total 
16.04 30.26 
81.95 152.74 
56.46 89.20 
40.97 27.36 
205.61 137.31 
102.76 58.16 
5.77 12.68 
30.71 66.39 
26.82 48.23 
62.78 70.30 
318.27 356.44 
186.04 195.59 
109.32 • -
553.53 - -
301.98 - -
57.84 54. 73 
296.10 274. 70 
199.30 116. 32 
114.52 
581.83 
308.35 •-
20.92 23. 14 
110.23 117. 34 
82.37 58. 74 
302.60 77. 87 
1,541.69 392. 04 
892.00 175. 06 
40.97 27.36 
205.61 137.31 
102.76 58.16 
40.97 27.36 
205.61 137.31 
102.76 58.16 
-- 109.32 
-- 553.53 
-- 301.98 
54. 73 112.57 
274. 70 570.80 
116. 32 315.62 
114.52 
— 581.83 
308.35 
91. 47 112.39 
460. 26 570.49 
219. 66 302.03 
146. 20 448.80 
734. 96 2,276.65 
335. 98 1,227.98 
by Livestock (Ohio State University Agricultural Extension Service Bull. 308, 
ational Research Council, Nutrient Requirements of Swine (Publication No. 648, 
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Table 26. Feed requirements^ per litter and per activity, and P^^, for 195 
Capital use periods 
Litter F A B C D E 
I (A) Corn 
Supp. 
Hay eq. 
12.43 
80.39 
48.23 
22.68 
142.10 
58.74 
I (B) Corn 
Supp. 
Hay eq. 
— — 
2.42 
15.90 
7.32 
II (A) Corn 
Supp. 
Hay eq. 
5.66 
37.19 
26.82 
12.43 
80.39 
48.23 
II (B) Corn 
Supp. 
Hay eq. _ _ 
III (A) Corn 
Supp. 
Hay eq. 
4.51 
29.63 
13.64 
5.66 
37.19 
26.82 
III (B) Corn 
Supp. 
— 
--
Total Corn 22.60 43.19 
Supp. 147.21 275.58 
Hay eq. 88.69 141.11 
Activity P^^ 
40.16 
248.99 
102.76 
26.82 
166.28 
58.16 
--
« m* 
5.66 
37.19 
26.82 
12.43 
80.39 
48.23 
22.68 
142.10 
58.74 
40.16 
248.99 
102.76 
22.68 
142.10 
58.74 
40.16 
248.99 
102.76 
26.82 
166.28 
58.16 
--
2.42 
15.90 
7.32 
5.66 
37.19 
26.82 
12.43 
80.39 
48.23 
22.68 
142.10 
58.74 
12,43. 
80.39 
48.23 
22.68 
142.10 
58.74 
40.16 
248.99 
102.76 
26.82 
166.28 
58.16 
2.42 
15.90 
7.32 
5.66 
37.19 
26.82 
12.43 
80.39 
48.23 
83.35 
524.57 
243.87 
110.17 
690.85 
302.03 
107.75 
674.95 
294.71 
102.09 
637.76 
267.89 
^Adapted from Sitterley, Rates of Feed Consumption by Livestock (Ohio State 
rev. 1959), See also. National Academy of Sciences — National Research Council 
rev. 1959). 
T ,  and P^g, for 1952-53 to 1956-57 
Is Sub Capital use periods Sub 
D E total FAB total Total 
Activity P^^ 
-- -- 102,09 -- -- -- -- 102.09 
-- -- 637.76 -- -- -- -- 637.76 
-- -- 267.89 -- -- -- -- 267.89 
22.68 
142.10 
58.74 
40.16 
248.99 
102.76 
83.35 
524.57 
243.87 
26.82 
166.28 
58.16 
— — 
26.82 
166.28 
58.16 
110.17 
690.85 
302.03 
26.82 
166.28 
-58.16 
- -
107.75 
674.95 
294.71 
— 
— — 
107.75 
674.95 
294.71 
12.43 
80.39 
48.23 
22.68 
142.10 
58.74 
43.19 
275.58 
141.11 
40.16 
248.99 
102.76 
26.82 
166.28 
58.16 
66.98 
415.27 
160.92 
110.17 
690.85 
302.03 
40.16 
248.99 
102.76 
26.82 
166.28 
58.16 
112.26 
704.58 
308.35 
- -
-  - — 
112.26 
704.58 
308.35 
5.66 
37.19 
26.82 
12.43 
80.39 
48.23 
20.51 
133.48 
82.37 
22.68 
142.10 
58.74 
40.16 
248.99 
102.76 
26. 
166. 
58. 
82 
28 
16 
89.66 
557.37 
219.66 
110.17 
690.85 
302.03 
107.75 
674.95 
294.71 
102.09 
637.76 
267.89 
469.15 
2,950.92 
1,338.30 
89.66 
557.37 
219.66 
66.98 
415.27 
160.92 
26. 
166. 
58. 
82 
28 
16 
183.46 
1,138.92 
438.74 
652.61 
4,089.84 
1,777.04 
/ Livestock (Ohio State University Agricultural Extension Service Bull. 308, 
tional Research Council, Nutrient Requirements of Swine (Publication No. 648, 
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Table 27. Feed requirements^ per litter and per activity, and for 195 
Capital use periods 
Litter F A B C D E 
Activity P 
14 
I (A) Corn 
Supp. 
Hay eq. 
12.68 
66.38 
48.23 
23.14 
117.34 
58.74 
40.97 
205.61 
102.76 
27.36 
137.31 
58.16 M ma 
--
I (B) Corn 
Supp. 
Hay eq. 
2.47 
13.13 
7.32 
5.77 
30.71 
26.82 
12.68 
66.38 
48.23 
23.14 
117.34 
58.74 
40.97 
205.61 
102.76 
II (A) Corn 
Supp. 
Hay eq. 
5.77 
30.71 
26.82 
12.68 
66.38 
48.23 
23.14 
117.34 
58.74 
40.97 
205.61 
102.76 
27.36 
137.31 
58.16 
II (B) Corn 
Supp. 
Hay eq. 
- -
2.47 
13.13 
7.32 
5.77 
30.71 
26.82 
12.68 
66.38 
48.23 
23.14 
117.34 
58.74 
III (A) Corn 
Supp. 
Hay eq. 
4.60 
24.47 
13.64 
5.77 
30.71 
26.82 
12.68 
66.38 
48.23 
23.14 
117.34 
58.74 
40.97 
205.61 
102.76 
27.36 
137.31 
58.16 
III (B) Corn 
Supp. 
Hay eq. 
- -
2.47 
13.13 
7.32 
5.77 
30.71 
26.82 
12.68 
66.38 
48.23 
Total Corn 
Supp. 
Hay eq. 
23.05 
121.56 
88.69 
44.06 
227.56 
141.11 
85.03 
433.17 
243.87 
112.39 
570.48 
302.03 
109.92 
557.35 
294.71 
104.15 
526.64 
267.89 
^Adapted from Sitterley, Rates of Feed Consumption by Livestock (Ohio Stat 
rev. 1959), See also. National Academy of Sciences -- National Research Counci 
rev. 1959). 
s and P^g, for 1957-58 to 1961-62 
Is Sub Capital use periods Sub 
D E total F A B total Total 
Activity P^^ 
-- -- 104.15 -- -- -- -- 104.15 
-- -- 526.64 -- -- -- 526.64 
-- -- 267.89 -- -- -- -- 267.89 
85.03 
433.17 
243.87 
109.92 
557.35 
294.71 
44.06 
227.56 
141.11 
114.52 
581.82 
308.35 
20.92 
110.22 
82.37 
478.60 
2,436.76 
1,338.30 
23.14 
117.34 
58.74 
40.97 
205.61 
102.76 
27.36 
137.31 
58.16 
12.68 
66.38 
48.23 
23.14 
117.34 
58.74 
40.97 
205.61 
102.76 
27.36 
137.31 
58.16 
5.77 
30.71 
26.82 
12.68 
66.38 
48.23 
109.92 
557.35 
294.71 
104.15 
526.64 
267.89 
27.36 -- 27.36 112.39 
137.31 -- — — 137.31 570.48 
58.16 —— 58.16 302.03 
mm mt mm » M w 109.92 
— — — — — — — — 557.35 
— — 
--
— - — - 294.71 
40.97 27.36 M a 68.33 112.39 
205.61 137.31 -- 342.92 570.48 
102.76 58.16 - - 160.92 302.03 
M » B «m 114.52 
— — — — — — — — 581.82 
--
- — — — 
-- 308.35 
23.14 40.97 27.36 91.47 112.39 
117.34 205.61 137.31 460.26 570.48 
58.74 102.76 58.16 219.66 302.03 
91.47 68.33 27.36 187.16 665.76 
460.26 342.92 137.31 940.49 3,377.25 
219.66 160.92 58.16 438.74 1,777.04 
)y Livestock (Ohio State University Agricultural Extension Service Bull. 308, 
itional Research Council, Nutrient Requirements of Swine (Publication No. 648, 
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Table 28. Feed requirements^ per litter and per activity, and 
Capital use periods 
Litter F A B C D 
Activity P^^ 
I (A) Corn 5.66 12.43 22.68 40.16 26.82 
Supp. 37.19 80.39 142.10 248.99 166.28 
Hay eq. 26.82 48.23 58.74 102.76 58.16 
I (B) Corn — — » #» 2.42 5.66 12.43 
Supp. -- — —  15.90 37.19 80.39 
Hay eq. —  —  - — 7.32 26.82 48,23 
Total Corn 5.66 12.43 25.10 45.82 39.25 
Supp. 37.19 80.39 158.00 286.18 246.67 
Hay eq. 26.82 48.23 66.06 129.58 106.39 
^Adapted from Sitter ley. Rates of Feed Consumption by Livestock (l 
Bull. 308, rev. 1959). See also, National Academy of Sciences -- Natii 
(Publication No, 648, rev. 1959). 
Table 29. Feed requirements* per litter and per activity, P^^ and P^^ 
Capital use periods 
Litter F A B C D 
Activity P^^ 
I (A) Corn 5.77 12.68 23.14 40.97 27.36 
Supp. 30.71 66.38 117.34 205.61 137.31 
Hay eq. 26.82 48.23 58.74 102.76 58.16 
I (B) Corn V — M 2.47 5.77 12.68 
Supp. -- -- 13.13 30.71 66.38 
Hay eq. -- -- 7.32 26.82 48.23 
Total Corn 5,77 12.68 25.61 46.74 40.04 
Supp. 30.71 66.38 130.47 236.32 203,69 ] 
Hay eq. 26.82 48.23 66.06 129.58 106,39 
^Adapted from Sitterley, Rates of Feed Consumption by Livestock (( 
Bull. 308, rev, 1959), See also, National Academy of Sciences — Natic 
(Publication No, 648, rev. 1959), 
, and P^Q, for 1952-53 to 1956-57 
3 
D E 
Sub 
total 
Capital use 
F 
periods 
A 
Sub 
total Total 
26.82 
166.28 
58.16 
--
107.75 
674.95 
294.71 
Activity P^q 
--
107.75 
674.95 
294.71 
12.43 
80.39 
48.23 
22.68 
142.10 
58.74 
43.19 
275.58 
141.11 
40.16 
248.99 
102.76 
26.82 
166.28 
58.16 
66.98 
415.27 
160.92 
110.17 
690.85 
302.03 
39.25 
246.67 
106.39 
22.68 
142.10 
58.74 
150.94 
950.53 
435.82 
40.16 
248.99 
102.76 
26.82 
166.28 
58.16 
66.98 
415.27 
160.92 
217.92 
1,365.80 
596.74 
J Livestock (Ohio State University Agricultural Extension Service 
mces -- National Research Council, Nutrient Requirements of Swine 
, P^^ and P^Q, for 1957-58 to 1961-62 
>ds 
D E 
Sub 
total 
Capital use 
F 
periods 
A 
Sub 
total Total 
Activity P 
27.36 
137.31 
58.16 
--
109.92 
557.35 
294.71 
- -
- — --
109.92 
557.35 
294.71 
12.68 
66.38 
48.23 
23.14 
117.34 
58.74 
44.06 
227.56 
141.11 
40.97 
205.61 
102.76 
27.36 
137.31 
58.16 
68.33 
342.92 
160.92 
112.39 
570.48 
302.03 
40.04 
203.69 
106.39 
23.14 
117.34 
58.74 
153.98 
784.91 
435.82 
40.97 
205.61 
102.76 
27.36 
137.31 
58.16 
68.33 
342.92 
160.92 
222.31 
1,127.83 
596.74 
Livestock (Ohio State University Agricultural Extension Service 
nces — National Research Council, Nutrient Requirements of Swine 
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tested each subsequent year to determine if additional in­
crements of corn should be substituted for commercial protein 
32 
sources in the ration. Because of the general decline in 
33 
corn prices and the absence of a comparable decline in the 
3A price of commercial protein supplement, the relative prices 
of corn and supplement produce an uneconomic combination for 
years after fiscal year 1956-57 based upon the ration formu­
lated under 1952-53 prices. Therefore, a different ration, 
one comprised of more corn and less protein supplement, is 
instituted for years beginning in 1957-58. Tables 24, 26, 
and 28 provide the feed requirements based upon the base 
ration used through October 31, 1957. Tables 25, 27, and 
29 give the requirements for years thereafter using the ad­
justed ration. 
Labor requirements The hours of labor required 
per litter and per activity for each two-month labor use 
period are given in Table 30. 
Housing requirements With all hogs raised in 
confinement, except for some fall and early winter gleaning 
32 See Heady, Woodworth, Catron, & Ashton, New Procedures 
in Estimating Feed Substitution Rates and in Determining Eco­
nomic Efficiency in Pork Production 895-976 (ïowa State Uni­
versity Agricultural Experiment Station Research Bull. 409, 
1954). 
S^See Table 14. 
S^See Table 10. 
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Table 30. Labor requirements* for activities P^^, P^ g ,  P^ g ,  and P^q  
Litter F A 
Labor 
B 
use period 
C D E 
Activity P 
I (A) 1.63 5.76 3.28 2.60 .98 .98 
I (B) — — - - 1.55 1.63 5.76 3.28 
II (A) 1.26 1.59 3.70 4.53 2.94 1.79 
II (B) — — - - - - .51 1.59 3.70 
Total 2.89 7.35 8.53 9.27 11.27 9.75 
Activity P^^ 
I (A) 3.70 4.53 2.94 1.79 .98 .49 
I (B) — — 1.26 1.59 3.70 4.53 2.94 
II (A) 1.59 3.70 4.53 2.94 1.79 .98 
II (B) — — - — 1.26 1.59 3.70 4.53 
III (A) 1.26 1.59 3.70 4.53 2.94 1.79 
III (B) — — -- -- .51 1.59 3.70 
Total 6.55 11.08 14.02 15.06 15.53 14.43 
Activity P^^ 
I (A) 1.59 3.70 4.53 2.94 1.79 .98 
I (B) — - - - 1.26 1.59 3.70 4.53 
Total 1.59 3.70 5.79 4.53 5.49 5.51 
^Adapted from Bailey & Sitterley, Man Labor on the Commercial Hog Enterpr: 
792, 1957); Cornell University, Farm Management Handbook (Agricultural Economic 
Farm Labor and Farm Costs, 1951 (University of Minnesota Division of Agricultui 
P i s »  P 4 8 '  P 4 9 ,  and P3Q, 1952-53 to 1961-62 
D E 
Sub 
total 
Labor 
F 
use period 
A B 
Sub 
total Total 
Activity P^g 
.98 .98 15.23 — — — — M M  15.23 
5.76 3.28 12.22 2.60 — 2.60 14.82 
2.94 1.79 15.81 — — -- — 15.81 
1.59 3.70 5.80 4.53 2.94 1. 79 9.26 15.06 
11.27 9.75 49.06 7.13 2.94 1. 79 11.86 60.92 
Activity P 
.98 .49 14.43 — — — — — — — 14.43 
4.53 2.94 14.02 1.79 - 1.79 15.81 
1.79 .98 15.53 — — — - — — - 15.53 
3.70 4.53 11.08 2.94 1.79 - 4.73 15.81 
2.94 1.79 15.81 -- - - - -- 15.81 
1.59 3.70 5.80 4.53 2.94 1. 79 9.26 15.06 
15.53 14.43 76.67 9.26 4.73 1. 79 15.78 92.45 
Activity P^^ 
1.79 .98 15.53 — — — — — — 15.53 
3.70 4.53 11.08 2.94 1.79 - 4.73 15.81 
5.49 5.51 26.61 2.94 1.79 - 4.73 31.34 
Commercial Hog Enterprise (Ohio Agricultural Experiment Station Research Bull, 
c (Agricultural Economics Extension Publication 2, 1958); Rorholm, Engene & Pond, 
1 Division of Agricultural Economics Report No. 199, 1952). 
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Table 31. Farrowing space requirements in farrowing units 
for activities and P^^ 
Farrowing space use periods 
Litter F A B C D E 
Activity Pj^^ 
iiiii 
Total 
-
1 
1 
1 
1 
Activity Pj^^ 
1 
1 
1 
1 
11 
III(A) 
III(B) 
Total 
1 
1 
1 
1 
1 
1 
1 1 
Activity Pj^^ 
1 
1 
1 
1 
«SÎ 
Total 
1 
1 
1 
1 
-
of corn fields, the hog activities herein place substantial 
demands upon available housing. Housing requirements may be­
come restrictive for (1) farrowing purposes, or (2) for growing 
fattening purposes. Table 31 gives the per litter and per 
activity needs for farrowing space by two-month periods. The 
needs for growing fattening space, expressed in square feet 
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Table 32, Growing space requirements in square feet* for 
activities and P^^ 
Growing 
Growing space periods space periods 
Litter FABCDE F AB 
Activity P 13 Activity P^ g  
1(A) 25 48 73 73 20 20 
1(B) — — —  m #  25 20 48 73 73 M M  M  M  
11(A) 20 20 48 73 73 73 m ,  —  • — M  M  
11(B) • • 20 20 48 73 73 73 
Total 45 68 146 186 161 214 146 73 73 
Activity P 14 Activity P 49 
1(A) 48 73 73 73 M M  
1(B) 20 20 48 73 73 73 « " M M  
BIN 
20 48 73 73 73 — mmmm M  M  
— 20 20 48 73 73 73 M M  
III (A) 20 20 48 73 73 73 — —' — — M M  
III(B) • • — — 20 20 48 73 73 73 
Total 88 161 234 307 287 267 219 146 73 
Activity P 15 Activity P 50 
1(A) 20 48 73 73 73 M M  M M  
1(B) —  M  20 20 48 73 73 73 M M  
Total 20 48 93 93 121 73 73 73 
" 
^Adapted from Hoefer, Moxley, & Rust, Producing Pork in 
Michigan (Michigan State University Bull. 335, 1955). 
per litter and per activity, are stated in Table 32. 
Variable costs Variable costs, other than feed 
and labor, are included in Table 33 and are broken down by 
two-month capital use periods on the basis of "animal days" 
Table 33. Machinery, power, and miscellaneous variable costs in dollars for activities 
^14» ^15' ^ 48' ^ 49' ^50' 1952-53 to 1961-62® 
Capital use periods Capital use periods 
Activity Activity 
F A B  C  p  E  T o t a l  F A B  T o t a l  
Activity P 
13 
Activity P 
1952-53 
1958-59 
to 
1 .13 3 .45 5 .47 6.88 6.63 6 .50 30 .06 
1952-53 
1958-59 
to 
5.74 2.79 1 .41 9.94 
1959-60 
1961-62 
to 
1 .19 3 .62 5 .74 7.22 6.96 6 .83 31 .56 
1959-60 
1961-62 
to 
6.03 2.93 1 .48 10.44 
Activity P 14 Activity P^g 
1952-53 
1958-59 
to 
2 .77 5 .83 8 .73 10.20 9.80 9 .41 46 .74 
1952-53 
1958-59 
to 
7.43 4.36 1 .47 13.26 
1959-60 
1961-62 
to 
2 .91 6 .12 9 .17 10.71 10.29 9 .88 49 .08 
1959-60 
1961-62 
to 
7.80 4.58 1 .54 13.92 
Activity P 15 
Activity P^^ 
1952-53 
1958-59 
to 
.39 1 .99 3 .45 3.29 3.45 3 .06 15 .63 
1952-53 
1958-59 
to 
2.90 1.47 --- 4.37 
1959-60 
1961-62 
to 
.41 2 .09 3 .63 3.45 3.63 3 .21 16 .42 
1959-60 
1961-62 
to 
3.04 1.54 - — — 4.58 
^Adapted from Farm Management Manual (University of Illinois Department of Agricultural 
Economics, 1962), 
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Table 32. Growing space requirements In square feet* for 
activities and P^^ 
Growing 
Growing space periods space periods 
Litter FABCDE F AB 
Activity P 13 Activity P^g 
1(A) 25 48 73 73 20 20 
1(B) 25 20 48 73 73 «— •» • — 
11(A) 20 20 48 73 73 73 m " 
11(B) tmmm • — 20 20 48 73 73 73 
Total 45 68 146 186 161 214 146 73 73 
Activity P 14 Activity P 49 
1(A) 48 73 73 73 
1(B) — — 20 20 48 73 73 73 — — — — 
11(A) 20 48 73 73 73 — — — " • — " — 
11(B) 20 20 48 73 73 73 
III (A) 20 20 48 73 73 73 — — — — — — 
III(B) — — 20 20 48 73 73 73 
Total 88 161 234 307 287 267 219 146 73 
Activity P 15 Activity P 50 
1(A) 20 48 73 73 73 
1(B) — « 20 20 48 73 73 73 • • 
Total 20 48 93 93 121 73 73 73 
^Adapted from Hoefer, Moxley, & Rust, Producing Pork In 
Michigan (Michigan State University Bull. 335, 1955). 
per litter and per activity, are stated in Table 32. 
Variable costs Variable costs, other than feed 
and labor, are Included in Table 33 and are broken down by 
two-month capital use periods on the basis of "animal days" 
Table 33. Machinery, power, and miscellaneous variable costs in dollars for activities 
^13' ^ 14' ^ 15' ^ 48' P49' P50' 1952-53 to 1961-62* 
Capital use periods Capital use periods 
Activity Activity 
F A B  C  p  E  T o t a l  F A B  T o t a l  
Activity P 
13 
Activity P 
1952-53 
1958-59 
to 
1 .13 3.45 5.47 6.88 6.63 6 .50 30 .06 
1952-53 
1958-59 
to 
5.74 2.79 1 .41 9.94 
1959-60 
1961-62 
to 
1 .19 3.62 5.74 7.22 6.96 6 .83 31 .56 
1959-60 
1961-62 
to 
6.03 2.93 1 .48 10.44 
Activity P 
14 Activity P^g 
1952-53 
1958-59 
to 
2 .77 5.83 8.73 10.20 9.80 9 .41 46 .74 
1952-53 
1958-59 
to 
7.43 4.36 1 .47 13.26 
1959-60 
1961-62 
to 
2 .91 6.12 9.17 10.71 10.29 9 .88 49 .08 
1959-60 
1961-62 
to 
7.80 4.58 1 .54 13.92 
Activity P 
15 
Activity P^^ 
1952-53 
1958-59 
to 
.39 1.99 3.45 3.29 3.45 3 .06 15 .63 
1952-53 
1958-59 
to 
2.90 1.47 - - - 4.37 
1959-60 
1961-62 
to 
.41 2.09 3.63 3.45 3.63 3 .21 16 .42 
1959-60 
1961-62 
to 
3.04 1.54 - — — 4.58 
^Adapted from Farm Management Manual (University of Illinois Department of Agricultural 
Economics, 1962). 
333 
per period. These data Include power and fuel costs and a 
charge for miscellaneous eiqpendltures. As with variable 
costs for rotation activities, general Increases In variable 
costs necessitated an Increase of five per cent In variable 
costs commencing with the 1959-60 fiscal year. 
Miscellaneous costs and credits Expenditures 
for veterinary services, death losses, selling costs, breed­
ing charges, and credits for manure produced are considered 
on a per litter basis and, except for breeding charges, are 
applied directly to the gross receipts upon sale of the 
litter. The data used are specified In Table 34. It Is 
noted that for litters coming under the jurisdiction of two 
different activities, an appropriate division of costs and 
credits Is made between the two activities. 
Interest costs As with Investments In rotation 
activities, the hog activities recognize. In ex ante conpu-
tatlons, the amount of capital Invested In each activity In 
the form of breeding stock, grain, supplement, hay equivalent, 
breeding charge, and miscellaneous variable costs, and the 
period of time over which the Investment extends. The 
sale of animals is recognized as the time of recovery of 
such costs. Accordingly, an Interest charge is made for 
35 Breeding charges are applied uniformly over capital use 
periods for each activity, under the assumption that boar 
maintenance may be considered a continuous expense. 
Table 34. Miscellaneous costs and credits per litter for activities P,?, P,,, 
P^g, P^g, and PgQ, for 1952-53 to 1961-62 " 
Selling Selling 
costs costs 
Activity Vet. & Breeding 1952-53 to 1960-61 to Manure 
death loss charge 1959-60 1961-62 credit 
(dol.) (dol.) (dol./cwt) (dol./cwt) (dol.) 
Pi, - Litter I (A) 7.00 1.50 9.00 10.50 2.61 
" Litter I (B) 6.30 1.50 — — 1.57 
Litter II (A) 7.00 1.50 9.00 10.50 2.61 
Litter II (B) 3.50 1.50 m- — .65 
P., - Litter I (A) 7.00 1.50 9.00 10.50 2.61 
Litter I (B) 6.65 1.50 — — 2.06 
Litter II (A) 7.00 1.50 9.00 10.50 2.61 
Litter II (B) 5.50 1.50 — — 1.10 
Litter III (A) 7.00 1.50 9.00 10.50 2.61 
Litter III (B) 3.50 1.50 — — .65 
P i c  -  L i t t e r  I  ( A )  7 . 0 0  1 . 5 0  9 . 0 0  1 0 . 5 0  2 . 6 1  
Litter I (B) 5.50 1.50 — — 1.10 
48 - Litter I (B) .70 — 9.00 10.50 1.04 Litter II (B) 3.50 — 9.00 10.50 1.96 
P^g - Litter I (B) .35 — 9.00 10.50 .55 
Litter II (B) 1.50 — 9.00 10.50 1.51 
Litter III (B) 3.50 — 9.00 10.50 1.96 
P^Q - Litter I (B) 1.50 — 9.00 10.50 1.51 
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capital use periods showing a net capital deficit.The 
amount of interest so computed is deducted in the last capital 
use period of each fiscal year. 
Cattle feeding activities Four beef cattle feeding 
activities were selected for inclusion in the study. The 
activities represent somewhat dissimilar cattle feeding al-
37 ternatives. 
1. - high quality steer calves, fullfed. Feeders 
are purchased on November 1 at a weight of 450 pounds, rested 
seven days, fall-pastured sixty days, wintered on corn sil­
age and grain for 135 days, and moved to drylot for a 145 
day finishing period. Steers grade choice at a market weight 
of 1,040 pounds (1,092 after introduction of stilbestrol in 
ration in 1955-56). 
2. - high quality yearling steers, fullfed. Choice 
yearling steers are purchased on November 1 weighing 675 
pounds. The cattle are rested seven days, pastured sixty 
days, wintered on silage for sixty days, and moved to drylot 
for a 180 day finish. Steers grade choice to prime at a 
market weight of 1,265 pounds (1,305 for years after 1954-55 
36 The assumptions as to when expenses are incurred are 
the same as for rotation activities. See note 29 supra and 
accompanying text. 
^^See Suter & Washburn, Feeder Cattle Systems of Manage­
ment - Budgeted Costs and Returns 9, 14, 16, 21 (Purdue Uni­
versity Agricultural Experiment Station Research Bull. 744, 
1962). 
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due to stllbestrol feeding). 
3. Pjiç - medium quality steer calves. Feeders are 
purchased on November 1 at a weight of 485 pounds and are 
rested for seven days. The cattle are then wintered for 
seventy-five days on silage and given a 120 day finish. 
Steers grade good at a market weight of 855 pounds (880 after 
1955-56 introduction of stllbestrol in ration). 
4. PgQ - high quality heifer calves. . Choice to fancy 
heifer calves are purchased on November 1, at a weight of 
435 pounds, rested for seven days, and wintered for 120 days 
on a grain and silage ration. The heifers are then given a 
115 day finish to grade choice at a market weight of 838 
pounds (865 pounds beginning in 1955-56 due to stllbestrol). 
Feed requirements The amounts of corn equival­
ence, supplement, silage, and hay 1 required for each ac­
tivity on a per animal basis are given in Tables 35, 36, 37, 
and 38. Feed requirements are broken down by two-month capi­
tal use period. 
Three different sets of rations are used during the ten-
year period by each cattle feeding activity. The first 
ration, formulated on the basis of then extant nutritional 
knowledge and ration component prices, was fed during the 
years 1952-53 to 1954-55. It is assumed that dlethystil-
bestrol was added to the ration in 1955-56, with the effect 
of an estimated ten per cent Increase in rate of gain, two 
Table 35. Feed requirements^ by two-month period for activity Pn, for 1952-53 to 
1961-62 
Years Units F A 
Capital use periods 
B C D  E Total 
1952-53 to 1954-55 
Corn equiv. 
Supplement 
Hay I 
Silage 
bu. 
lb. 
lb. 
lb. 
.13 
568.40 
3.20 
63.70 
250.60 
1,448.00 
3.72 
74.95 
213.50 
1,698.00 
9.90 
83.95 
303.50 
690.00 
18.02 
102.70 
328.00 
17.53 
86.70 
176.00 
52.50 
412.00 
1,840.00 
3,836.00 
1955-56 
Corn equiv. 
Supplement 
Hay I 
Silage 
bu. 
lb. 
lb. 
lb. 
.13 
579.83 
3.27 
64.94 
255.64 
1,477.03 
3.80 
76.41 
217.79 
1,732.10 
10.11 
85.58 
309.60 
703.87 
18.39 
104.69 
334.60 
17.90 
88.38 
179.54 
53.60 
420.00 
1,877.00 
3,913.00 
1956-57 to 1961-62 
Corn equiv. 
Supplement 
Hay I 
Silage 
bu. 
lb. 
lb. 
lb. 
.13 
579.83 
3.35 
59.53 
255.64 
1,477.03 
3.89 
70.04 
217.79 
1,732.10 
10.36 
78.45 
309.60 
703.87 
18.84 
95.97 
334.60 
18.33 
81.01 
179.54 
54.90 
385.00 
1,877.00 
3,913.00 
Adapted from Suter & Washburn, Feeder Cattle Systems of Management — 
Budgeted Costs and Returns (Purdue University Agricultural Experiment Station 
Research Bull. 744, 1962). 
Table 36. Feed requirements^ by two-month period for activity Pi q, for 1952-53 to 
1961-62 
Capital use periods 
Years Units F A B C D E Total 
1952-53 to 1954-55 
Corn equlv. bu. — 10.56 18.01 18.85 23.58 1.97 72.97 
Supplement lb. — 102.02 119.68 119.68 121.63 9.81 472.82 
Hay I lb. 811.8 355.20 278.50 274.50 279.00 22.50 2,021.50 
Silage lb. — 774.35 119.13 — — — 893.48 
1955-56 
Corn equlv. bu. — 10.78 18.39 19.24 24.08 2,01 74.50 
Supplement lb. — 104.00 122.00 122.00 124.00 10.00 482.00 
Hay I " lb. 828.13 362.34 284.10 280.02 284.61 22.95 2,062.15 
Silage lb. — 789.89 121.52 — — — 911.41 
1956-57 to 1961-62 
Corn equlv. bu. — .11.04 18.84 19.71 24.66 2.06 76.31 
Supplement lb. — 95.33 111.83 111.83 113.67 9.17 441.83 
Hay I lb. 828.13 362.34 284.10 280.02 284.61 22.95 2,062.15 
Silage lb. — 789.89 121.52 — — — 911.41 
^Adapted from Suter & Washburn, Feeder Cattle Systems of Management — 
Budgeted Costs and Returns (Purdue University Agricultural Experiment Station 
Research Bull. 744, 1962). 
Table 37. Feed requirements^ by two-month period for activity Pno, for 1952-53 to 
1961-62 
Capital use periods 
Years Units F A B C Total 
1952-53 to 1954-55 
Corn equiv. 
Supplement 
Hay I 
Silage 
bu. 
lb. 
lb. 
lb. 
1.31 
58.86 
210.00 
1,786.96 
9.00 
98.10 
227.00 
536.09 
12.80 
119.68 
244.00 
3.99 
37.28 
76.00 
27.10 
313.92 
757.00 
2,323.05 
1955-56 
Corn equiv. 
Supplement 
Hay I 
Silage 
bu. 
lb. 
lb. 
lb. 
1.34 
60.00 
214.22 
1,822.83 
9.19 
100.00 
231.56 
546.85 
13.07 
122.00 
248.91 
4.07 
38.00 
77.53 
27.67 
320.00 
772.22 
2,369.68 
1956-57 to 1961-62 
Corn equiv. 
Supplement 
Hay I 
Silage 
bu.* 
lb. 
lb. 
lb. 
1.37 
56.25 
214.22 
1,822.83 
9.41 
93.75 
231.56 
546.85 
13.39 
114.37 
248.91 
4.17 
35.63 
77.53 
28.34 
300.00 
772.22 
2,369.68 
Adapted from Suter & Washburn, Feeder Cattle Systems of Management — 
Budgeted Costs and Returns (Purdue University Agricultural Experiment Station 
Research Bull. 744, 1962). 
Table 38. Feed requirements^ by two-month period for activity Pon» for 1952-53 
to 1961-62 
Capital use periods 
Years Units F A B C Total 
1952-53 to 1954-55 
Corn equiv. 
Supplement 
Hay I 
Silage 
1955-56 
Corn equiv. 
Supplement 
Hay I 
Silage 
1956-57 to 1961-62 
Corn equiv. 
Supplement 
Hay I 
Silage 
bu. 5.14 5.78 10.38 11.95 33.25 
lb. 45.12 57.88 81.91 89.76 274.67 
lb. 324.60 265.50 274.50 274.50 1,139.10 
lb. 867.67 1 ,112.87 301.80 — — 2,282.34 
bu. 5.25 5.90 10.60 12.20 33.95 
lb. 46.00 59.00 83.50 91.50 280.00 
lb. 331.13 270.84 280.02 280.02 1,162.01 
lb. 885.09 1 ,135.20 307.86 -- 2,328.15 
bu. 5.38 6.04 10*85 12.50 34.77 
lb. 41.89 53.73 76.05 83.33 255.00 
lb. 331.13 270.84 280.02 280.02 1,162.01 
lb. 885.09 1 ,135.20 307.86 — 2,328.15 
^Adapted from Suter & Washburn, Feeder Cattle Systems of Management — 
Budgeted Costs and Returns (Purdue University Agricultural Experiment Station 
Research Bull. 744, 1962). 
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a Table 39. Labor requirements In hours of labor per animal 
for activities Pi?, P,o, and P««, for 1952-
53 to 1961-62 
Labor use periods 
Activity F A B C D E Total 
P]^y .84 2.45 2.81 1.70 1.51 1.69 
Pj^g .82 2.41 2.36 2.31 2.34 .19 10.43 
P]^g 2.73 2.37 2.31 .72 — — 8.13 
P20 2.20 2.68 2.43 2.31 — — 9.62 
^Adapted from Suter & Washburn, Feeder Cattle Systems of 
Management — Budgeted Costs and Returns (Purdue University 
Agricultural Experiment Station Research Bull. 744, 1962). 
per cent Increase In feed consumption, seven per cent Increase 
In feed efficiency, and thirty cents per hundredweight In-
38 
crease In supplement costs. The ration composition was 
changed again In 1956-57 to reflect substitution of corn for 
protein supplement due to the decline In corn price relative 
to the price of protein supplement. 
Labor requirements The labor needs of each of 
the four cattle feeding activities are different due to 
variations In length of feeding period and type of feeding 
program. It Is assumed that labor requirements per animal 
^Private communication from personnel of Department of 
Animal Science, Iowa State University. 
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20 20 20 25 30 30 
25 25 30 30 30 30 
20 20 20 25 
20 20 20 25 M  «  
Table 40. Housing requirements In square feet of space per 
animal^ for activities P,g, P,g, and P^q, 
for 1952-53 to 1961-62 
Housing use periods 
Activity F Â B C D £ 
^17 
^18 
^19 
^20 
^Adapted from Iowa State University, Midwest Farm Hand­
book 455-56 (5th ed. 1960). 
did not change significantly on the respondent firm during the 
ten-year period. Labor data. In hours of labor per animal, 
are given In Table 39 for each cattle feeding activity by 
twoMmonth labor use periods. 
Housing requirements The need for shelter In 
cattle feeding activities, expressed on a basis of square 
feet per animal, varies with size of the animal and season 
of the year. Table 40 contains the figures used in this 
study for housing requirements per animal for each cattle 
feeding activity. 
Variable costs Charges for power, fuel, per­
sonal property taxes, and miscellaneous expenditures are 
provided in Table 41 by cattle feeding activity on a per 
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Table 41. Machinery, power, and miscellaneous variable costs 
in dollars for activities Pi,, P,«, P,., and P«^ 
for 1952-53 to 1961-62 i*"' ^0 
Capital use periods 
Activity F A B C D E Total 
1/ 
1952-53 to 1958-59 .88 .87 .90 .90 .91 .66 5.12 
1959-60 to 1961-62 .92 .91 .95 .95 .96 .69 5.38 
Pl8 
1952-53 .91 3.97 .92 .92 .94 .08 7.74 
1953-54 .91 2.46 .92 .92 .94 .08 6.23 
1954-55 .91 4.48 .92 .92 .94 .08 8.25 
1955-56 .91 4.91 .92 .92 .94 .08 8.68 
1956-57 .91 4.88 .92 .92 .94 .08 8.65 
1957-58 .91 5.57 .92 .92 .94 .08 9.34 
1958-59 .91 7.37 .92 .92 .94 .08 11.14 
1959-60 .95 7.79 .97 .97 .99 .08 11.75 
1960-61 .95 7.11 .97 .97 .99 .08 11.07 
1961-62 .95 7.80 .97 .97 .99 .08 11.76 
^19 
1952-53 to 1958-59 .90 .89 .92 .29 M m» 3.00 
1959-60 to 1961-62 .95 .93 .97 .30 -- 3.15 
^20 
1952-53 to 1958-59 .88 .87 .90 .90 » m 3.55 
1959-60 to 1961-62 .93 .92 .94 .94 
" 
3.73 
animal basis. The costs are broken down by two-month capital 
use periods. General increases in variable costs necessi­
tate a five per cent increase in variable costs commencing 
with the 1959-60 fiscal year. 
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The charge for personal property tax is made pursuant 
to Iowa law and within the valuation and millage framework 
of the respondent firm's taxing district. Inasmuch as Iowa 
law exempts from property taxation all cattle under the age 
of one year on January 1, only the animals in activity P^g, 
39 involving yearling steers, are taxed. Animals in the other 
activities are under one year of age on January 1. 
Miscellaneous costs and credits Expenditures 
for veterinary services, death losses, and marketing costs, 
and credits for manure produced and nutrients gained by hogs 
following cattle are considered on a per animal basis and 
applied directly to the gross receipts upon sale of slaughter 
animals. The data used are specified in Table 42. 
Interest costs As with rotation and swine ac­
tivities, the cattle feeding activities recognize, in ex ante 
computations, the amount of capital invested in each activity 
in the form of feeder cattle, grain, supplement, hay, silage, 
and miscellaneous variable costs, and the time over which the 
investment extends. The sale of slaughter animals is recog­
nized as the time of recovery of such costs. Accordingly, an 
interest charge is made for investments in each activity and 
^^See Iowa Code i 427.13(2) (1962). The respondent firm 
did not pay personal property tax on cattle during the ten-
year period; therefore, the tax levied as a variable cost in 
activity is not a duplication of property taxes de­
ducted in the simulator. 
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Table 42. Miscellaneous costs and credits In dollars per 
animal for activities Pi?, Piq, and P««, 
for 1952-53 to 1961-62 18' 19» 20» 
Activity 
Vet. & 
death 
loss 
(dol.) 
Marketing 
costs 
1952-53 to 
1959-60 
(dol./cwt) 
Marketing 
costs 
1960-61 to 
1961-62 
(dol./cwt) 
Manure 
credit 
(dol.) 
Hog 
credit 
(dol.) 
17 
'l8 
119 
*20 
6.54 
4.81 
4.58 
5.34 
.60 
.60 
.60 
.60 
.70 
.70 
.70 
.70 
2.04 
2.72 
1.77 
1.70 
1.97 
1.81 
Adapted in part frcm Suter & Washburn, Feeder Cattle 
Systems of Management — Budgeted Costs and Returns (Purdue 
University Agricultural Experiment Station Research Bull. 744, 
1962). 
is calculated for the period after the investment is made and 
before it is recovered.The amount of interest so computed 
is deducted in the capital use period in which the animals 
for the particular activity are marketed. 
Investment activities 
It was anticipated that opportunities for (1) e^qaansion 
of livestock enterprises, and (2) increases in rotated acres 
The assumptions as to when expenses were incurred were 
the same as for rotation activities. See note 29 supra and 
accompanying text. 
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managed would be limited at a relatively early stage by spe­
cific facilities available on the respondent firm. Although, 
as noted in Chapter IV, conventional nondynamic linear pro­
gramming is less than fully adaptable to investment considera­
tions, certain investment activities are included in the model 
to alleviate pressures upon expandable capital facilities. 
Machinery capacity Activities P^Q (additional capa­
city for planting and tillage machinery and equipment, ma­
chinery I) and (additional capacity for harvesting and 
hauling machinery and equipment, machinery II) were developed 
to provide for machine services on additional rotation acres 
acquired. In order to simplify the investment problem, 
machine cost calculations are based upon the annual fixed 
cost^^ per rotation acre of providing machine services. 
The computed figures for rotation I (four dollars forty cents), 
rotation II (four dollars seventeen cents), and rotation III 
(five dollars thirty-three cents) are averaged to obtain the 
annual program cost for additional machinery I services per 
rotation acre. 
Similar computations for additional machinery II capa­
city produce annual fixed costs per rotation acre of four 
^^The fixed cost figures include depreciation, insurance, 
property and license taxes, the increment of replacement cost 
exceeding depreciation of the replaced asset, and a miscel­
laneous expense charge. 
AO 
Basic data on machine costs were computed frcm Iowa 
State University, Iowa Farm Planning Manual (1963). 
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dollars sixty-two cents for rotation I, five dollars twenty-
five cents for rotation II, and two dollars nine cents for 
rotation 111. The mean (three dollars ninety-nine cents) Is 
the annual program cost of additional machinery II seirvlces 
per rotation acre. 
As explained In Chapter IV, If activities P^Q and 
are In the linear programming basis or solution, the Invest­
ment Is considered to have been made for ten years from date 
of purchase. Levels of F^Q and P^^^ enter subsequent linear 
programming matrices at the appropriate positive level. 
Observations on behavior of the linear programming matrix In 
preliminary runs Indicated that the Investment procedure did 
not generate excess capacity of machinery I and II In periods 
following the year or years of Investment. A high degree of 
stability In the land acquisition activities (P^g and Pgg) 
contributed beneficently to the performance by machinery In­
vestment activities. 
Crop storage For crops with a readily ascertainable 
market value, storage Is considered to be separate from crop 
production In the Instant study. This assumption rests on the 
premise that upon termination of the production phase of an 
enterprise, the decision maker may sell the product immediately 
or store it for mediate sale. Therefore, crop storage may be 
considered as an activity or set of activities separate from 
rotation activities. In this study, it is further assumed 
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that in the long term, revenues from storage equal or exceed 
the fixed and variable costs associated therewith. If such 
were not the case, in the long run storage facilities would 
not be constructed and crops stored. 
On the basis of these assumptions, and in order to mini­
mize the size of the linear programming matrix, grain storage 
activities are not included in the analysis. However, hay 
storage is included because (1) hay storage facilities were 
likely to be inadequate, and (2) the market value of hay is 
less readily ascertainable than is the price of grain crops. 
As with additional machinery capacity, activity increas­
ing hay storage capacity, is formulated on the basis of pro­
ducing annual hay storage services. The annual fixed cost 
for a permanent hay storage structure, including depreciation, 
insurance, taxes, repairs, interest, and miscellaneous charges 
is one dollar and thirty-one cents per ton of storage capa­
city.It is noted that such a charge at least approximates 
the loss from spoilage if outside storage is used, and is 
roughly comparable to the reduction in price frequently 
attributed to a sale during the hay harvesting season compared 
to the price received after payment of storage costs later 
in the year. Therefore, the per ton charge is made each year 
upon hay stocks in excess of storage capacity. The magnitude 
*^See Iowa State University, Iowa Farm Planning Manual 94 
(1963). 
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of the storage charge levied in one year is not, however, 
carried over to subsequent years. 
Farrowing space Additional facilities for hog 
farrowing are provided in the program through activity 
The annual service cost for permanent type facilities with 
farrowing stalls is figured at forty-two dollars and forty-
AA 
two cents per litter space. This figure Includes an allow-
ance for depreciation, insurance, repairs, taxes, and interest, 
and a charge for miscellaneous expenses. Positive levels of 
activity P^g enter linear programming matrices for subse­
quent years at levels such that investments in farrowing 
facilities, once made, are applicable in succeeding produc­
tion periods. 
Growing space Activity P^y in each year's linear pro­
gramming matrix provides an opportunity for enlargement of 
livestock growing space. Assuming an investment of two dol­
lars per square foot of space^^ (for a minimum modular size) 
the annual service cost is approximately ten cents per square 
foot. This calculation takes into account depreciation, in­
surance, taxes, repairs. Interest, and a charge for miscel­
laneous expenses. Positive levels of activity P^y are ^ carried 
^^The computation of annual service cost assumes an in­
vestment of $325 per litter space. See Iowa State University, 
Iowa Farm Planning Manual 94b (1963). 
^^See Iowa State University, Iowa Farm Planning Manual 
94a, 94b (1963). 
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over by the LP-SM model to become part of the final basis in 
succeeding years. 
Rotation acres Additional land for crop production is 
obtainable through two different activities in the program. 
Activity permits land to be rented under a crop share 
lease up to the restraint imposed on overall land acquisition. 
All rotation activities in the program using rented land are 
eligible to be applied to the newly acquired land. It is 
assumed that land rented under a crop share lease is costless 
except for share rentals paid in kind at harvest time. 
Land may also be acquired by purchasing annual services 
in the form of a fixed amount annually. The estimation of an 
annual cash payment amount proceeds along parallel lines of 
inquiry. Opinions of knowledgeable resource persons were 
sought as to the customary cash rental on real property with 
soil conparable to that of the respondent firm's land. The 
mean estimate of annual cash rental obtained was approxi­
mately twenty-five dollars per acre. The second method of 
estimating the annual cost of land services is the computa­
tion of an amount based upon fee simple ownership of the ac­
quired property. Taking into consideration real property 
t a x e s t h e  a v a i l a b l e  a g r i c u l t u r a l  l a n d  t a x  c r e d i t a n d  a n  
^^Computations of real property tax levied on acquired 
property assume,the valuation and millage structure of the 
respondent firm's taxing district. 
*^See Iowa Code ch. 426 (1962). 
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Interest charge, the calculations produce an annual service 
charge averaging twenty-four dollars and thirty cents for 
the ten-year period and ranging from twenty-two dollars 
seventy-eight cents per acre in 1953 to twenty-five dollars 
eighty-two cents in 1962. In view of the similarity in re­
sult from the two methods of estimating the annual service 
cost, the decision was made to use the latter set of compu­
tations in Pgg, land acquisition by ownership or cash rental. 
Financial transaction activities 
Nineteen activities in the linear programming matrix^® 
are principally concerned with acquisition of debt capital 
by the firm and transfer of debt capital within the firm. 
These may be classified into three major groups of activities: 
(1) capital borrowing activities, (2) capital transferring 
activities, and (3) a capital selling activity. 
Capital borrowing The LP-SH model provides for debt 
capital borrowing from shareholder-creditors as well as from 
outside credit extenders. For all borrowing activities, the 
relevant annual interest rate is given by simulator vari-
119 AQ 
able . For all loans, it is assumed that simple 
interest is charged on the principal amount, with repayment 
of principal plus interest occurring on the last day of the 
^®See Figure 2. 
*^See Table 8. 
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loan's term. 
Activities P25 through Pgg channel to the corporation 
debt capital offered in the form of loans by shareholder-
creditors. Such loans are made only on the basis of a 
twelve-month term. Although for purposes of computational 
simplicity the LP-SM model under thb formulation adopted for 
this inquiry requires the corporation to borrow all debt 
capital made available by shareholder-creditors, the model 
enccxnpasses features providing greater generality. The coef­
ficients in the net price rows^® for shareholder-creditor debt 
capital borrowing activities are ordered such that if corpo­
rate demand for debt capital were limited to amounts less 
than that made available by all shareholder-creditors, pre­
ferential borrowing could occur with preferences related to 
the relative quantum of corporate control possessed by the 
respective shareholder-creditors. This is acconplished by 
formulating the net price coefficients as follows: 
*1,29 " *60,29 " ^ i^* " '0005 (*) 
*1,30 " *60,30 " *i^* • '0004 (7) 
*1,31 ' *60,31 " ^i^* • '0003 (8) 
*1,32 " *60,32 " ' '0002 (9) 
^OROWS RQJ^ and R^Q are, respectively, the ^  post net 
price row and the ^  ante net price row. 
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Borrowing activity Pgg would cocae Into the final basis first, 
followed In order by P^q, and ^ 32»^^ The difference In 
Interest rate caused by the adjustment In net price Is gener­
ally not of such magnitude as to create concern over the de­
parture from ostensibly competitive Interest rates. 
Activity Pgg embodies the acquisition of debt capital 
52 from the corporate-sponsored deferred ccmpensatlon fund. 
The activity parallels activities F2g through Pg^ except that 
the net price coefficients are formulated as follows: 
«1,33 - =60,33 - 4" - -OOOl (10) 
Borrowing activity Pg^ thus would come Into the final basis 
after Pgg* 
Debt capital may also be acquired from outside credit 
sources. Activities P^^^ through P^^ enable capital to be 
borrowed for each of the six capital use periods, up to the 
53 
restraint Imposed on capital acquisition. Debt capital 
needed In capital use period F may be obtained through ac­
tivity Pg^, that needed In period A may be acquired through 
^^In some programs, and with some computers, a differen­
tial of 0.0001 In net price per dollar of borrowed capital may 
be Insufficient for consistent computer discrimination between 
borrowing activities. 
^^See Chapter IV, equation 11 and note 47. 
^^The capital rationing l^lt is provided each year by 
the simulator in the form of (for regular method of in­
come taxation) or ^ (for Subchapter S method of income 
taxation). In either instance, the limit is 60% of total 
corporate net worth. 
354 
activity P32» on. It is assumed in each case, except 
for P32, that the loan is made in the first day of the second 
month of the particular capital use period. Therefore, loans 
made under nine^month loans, and those under are 
seventeenth loans, down to P^^ under which one-month loans 
are made. Loans made through P^^ are assumed to be made on 
the first day of the corporation's fiscal year.^^ The net 
price per dollar of borrowed capital varies in a comparable 
manner for each activity, as follows: 
*1,51 
m 
*60,51 
yiie 
*i (11) 
*1,52 *60,52 
(xll9)(.75) (12) 
*1,53 
a 
*60,53 
(xll9)(.5833) (13) 
*1,54 
a 
*60,54 
a (xll9)(.4167) (14) 
*1,55 
m 
*60,55 
(Xll9)(.25) (15) 
*1,56 
m 
*60,56 
(xll9)(.0833) (16) 
All debt capital loans from outside credit extenders are re­
paid with interest on the last day of the corporation's fiscal 
year. 
^^The stated assumption on length of loans made under 
activity P^^, rests upon the expectation of the demand for 
capital to finance inventories acquired at the beginning of 
the corporation's fiscal year. 
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Capital transferring In order to insure the availa­
bility in a particular capital use period of idle capital 
from the next preceding capital use period, the program makes 
use of capital transfer activities. The eight capital trans­
fer activities accomplish the shifting of capital from be­
ginning capital supply (Rg) to capital supply in period F 
(Rg), from Rg to R^g (which is from capital use period F to 
period A), from R^g to R^^, from R^]^ to R^2, from R^g ^13» 
from RJ^2 to R^^, and from Rj^^ (capital use period E) to Rj^^ 
(capital supply for movement to the following year's Rg). 
Activities P23 through ^ 28» ^35 the transfer ac­
tivities . 
The interperiod transfer of capital is encouraged by 
placing a net price on the activity such that a "profit" is 
earned to the extent capital is transferred. The net price 
coefficients are constructed to reflect the interest earned 
for short term (two-month) loans by the corporation. In 
effect, the net price represents a partial offset of interest 
paid on capital borrowed on the assumption that idle capital 
would be used at least in part to prepay and cancel, pro 
tanto. outstanding debt obligations. The net price coef­
ficients are formulated on the basis of an assumed short-run 
interest rate of three per cent for the ten-year period. Thus, 
the interest per dollar of capital invested for each two-
month capital use period is .005 dollars. It is assumed that 
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only one-half that amount is earned by virtue of capital 
transfers for the first and last periods in each fiscal year. 
The amount of interest earned by capital transfer is 
credited to the recipient capital use period along with a 
credit for the principal amount of the transfer. 
Capital selling In the event that capital accumu­
lation were to obviate the need for capital borrowing, the 
program provides that excess capital may be invested by the 
corporation. However, the activity permits investments to 
be made only for a twelve-month period coinciding with the 
corporation's fiscal year. In order to avoid the possibility 
of program cycling through capital acquisition from outside 
credit extenders and investment outside the corporation, the 
net price for the capital selling activity, is determined 
as follows : 
*1,34 ° *60,34 ' *i^* ' '005 (1?) 
It is assumed that the principal amounts of outside invest­
ments plus interest are repaid on the last day of the corpo­
ration's fiscal year. 
Miscellaneous activities 
In order to reflect adequately the production alterna­
tives open to the firm, several additional activities are 
necessary. 
Acreage retirement Activities Py and Pg, representing 
retirement of owned and rented rotation acres under applicable 
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government farm programs, respectively, are linked with rota­
tion activities such that in some years the firm has the 
opportunity of idling rotation acres up to a maximum amount 
which is specified as a proportion of total rotation acres. 
Additional land acquired is assumed to be eligible for govern­
ment program participation in a manner comparable to oppor­
tunities open to the firm on the owned and rented land actu­
ally managed during the ten-year period. Table 43 gives the 
diversion payments and acreages, and the labor and capital 
necessary to perform the necessary seeding and weed control 
practices, for the five years in which the federal farm pro­
gram provided for idling of rotation acres. 
Silage production Silage production as an activity is 
similar or identical to the production of corn for grain up 
to the point of ensiling the crop. Therefore, silage pro­
duction in the LP-SM model is considered as a separate ac­
tivity (P^^) which uses increments of labor and capital, in 
addition to those required for regular rotation activities, 
to produce a quantity of silage. Differential labor and 
capital requirements for harvesting of corn as grain or as 
silage produce an additional labor cost of forty-five hun-
redths of an hour of period E labor per ton of silage, and 
an additional expenditure of ten cents par ton of silage in­
curred in period E. Silage production is limited in each 
Table 43. Diversion rates and payments, and labor and capital usage for land 
retirement activities Py and Pg for specified years 
(1) (2) (3) (4) (5) (6) (7) (8) 
Capital 
Year Retirement Payment Labor required 
rate urate . required period D 
Owned Rented Owned Rented Owned Rented Owned Rented 
(dol.) (dol.) (hrs.) (hrs.) (dol.) (dol.) 
1955-56 28/489 6/78 1551.48 165.54 9.33 2.00 6.44 1.38 
1956-57 40.7/489 8/78 2149.78 210.36 13.57 2.67 9.36 1.84 
1957-58 40/489 —d 2578.26 mmma 13.33 — — 9.20 
1960-61 56/489 8/78 2306.08 163.80 18.67 2.67 12.88 1.84 
1961-62 55.8/489 8.2/78 2580.75 188.68 18.60 2.73 12.83 1.90 
All data are on the basis of units of diverted acres, with the units comprised 
of the number of diverted acres constituting the numerator in the retirement rates 
of columns (1) and (2). The denominator in the retirement rates represents the 
total rotation acres owned and rented, respectively. 
^It is assumed that acreage retirement payments are received in two equal 
installments, one paid during capital use period C (May and June) and the other 
in period D. 
^Labor expenditures occur in labor use period D. 
^The firm did not elect to retire any rented acres in 1957-58, 
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year by the silo storage restraint. 
Labor hiring The acquisition of labor in addition to 
that supplied by the employee-shareholders is made possible 
with two labor hiring activities, and Activity P^g 
provides for hiring fulltime employees with each employee 
working 200 hours per month. On the basis of the firm's 
labor hiring experience, it is assumed that acceptably 
trained labor could be obtained at a compensation rate of 
2,400 dollars per annum for years 1952-53 to 1956-57, and at 
56 
a rate of 3,000 dollars per annum for subsequent years. 
For part-time workers, employed under activity Pgy, the 
term of employment is assumed to be June 1 through August 31, 
thus providing 200 hours of labor in labor use period C and 
400 hours in period D. The rate of compensation, taken from 
the firm's employment record for part-time workers, is eighty 
cents per hour for years 1952-53 to 1956-57, and one dollar 
per hour for subsequent years. 
For both activities P^g and P37, total employment above 
that provided by the shareholder employees is limited by the 
restraint imposed in R^2 the linear programming matrix. 
Intra-ration substitutions Although the beef cattle 
rations specify silage as a necessary input, it is recognized 
of the B vector limits silo capacity. 
^^The compensation rate specified includes all payments 
and benefits received by the employee from the employing 
firm. 
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that nutritionally corn and hay are substitutlble for silage. 
Activities P^2 and provide for substitution of corn and 
hay I, and corn and hay II for corn silage, respectively.^^ 
Corn purchase In each activity using corn as an input, 
the activity purchases the grain at its fair market value at 
the farm (local elevator or terminal market price minus 
transportation and handling charges). Likewise, activities 
producing corn are credited with à sale of the grain at the 
farm price. Corn-using activities purchase corn from on-farm 
storage inventory until farm stocks of corn eligible for sale 
(all except corn under government seal) are exhausted. Ad­
ditional demands for corn ^re satisfied through activity 
which serves as a corn transportation and handling activity. 
The net price for activity P^^ per bushel of grain obtained 
reflects only the transportation and handling charge and 
not the price of grain. In effect, corn using activities 
purchase corn from nonfarm stocks and employ activity P^^ 
to transport the corn to point of use. For that service, 
P44 G3cacts a per bushel charge of three cents. 
Hay purchase In a manner comparable to the handling 
of corn purchase, activities P^^ and P^g provide transporta-
is assumed that 700 pounds of hay I and four bushels 
of corn, or 667 pounds of hay II and four bushels of corn, 
substitute for one ton of silage. See Iowa State University, 
Iowa Farm Planning Manual 33 (1963). 
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tion and handling services for acquiring hay I and hay II, 
respectively. A charge of three dollars per ton is made for 
the service rendered. 
Exogenous Data for Simulation 
As explained in Chapter IV, the simulator receives data 
from sources exogenous to the linear programming matrix and 
the simulator. The data relate generally (1) to the rele­
vant institutional framework for the firm, and (2) to the 
personal estates of the firm's owners. The single and 
multiple values for exogenous variables are given in Table 
56. 
The institutional framework for the firm 
As an associative link with reality, simulation may en­
compass specific institutional variables impinging upon firm 
behavior. In the following paragraphs, data from the respond­
ent firm which are used in the LP-SM model are discussed. 
For some variables, multiple experimental values are given 
in order to test the effects of alternative legal configura­
tions of firm organization. 
Property taxes The real and personal property taxes 
imposed upon property owned by the firm, represented by 
c CO ^ 
and X^, respectively, appear at two levels in Table 56. 
^®The net tax amounts are based upon actual valuation 
and millage rates in the respective years. 
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Level (a) Includes the net tax under corporate ownership; 
level (b) is the tax imposed under noncorporate ownership. 
It is noted that neither the homestead tax credit on real 
59 fin property nor the military service exemptions are avail­
able on corporate owned property. 
Employee fixed cost fringe benefits Variable X^, 
which includes employee fringe benefits of a fixed cost 
nature, appears in Table 56 at two levels. Level (a) as­
sumes no such employee benefits are provided; level (b) in­
cludes average costs for covering owner-employees with 
comprehensive health and accident insurance with major 
medical provisions, and 10,000 dollars of group term life 
insurance per shareholder-employee.^^ 
Corporation annual fees Two levels are given for 
corporation annual fees. Level (a) is the fee under appli­
cable Iowa law at the time the corporation envisioned herein 
was theoretically formed.Level (b) gives the relevant 
Iowa Code ch. 425 (1962). In the instant case, the 
homestead credit allowance was $62.50 for 1953 and $51.32 
in 1954. Thereafter, the owners of the real property (A 
and B) did not reside thereon. 
^®Iowa Code s 427.3 (1962). 
^^For elaboration of requirements of such employee plans, 
see Harl, Selected Aspects of Employee Status in Small Corpo­
rations . 13 KM. L. RevT 23*^1964)7 
^^See Iowa Code § 496.4 (1962). 
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fee under the new corporation law enacted in 1959. Level 
(c), with zero values, represents the absence of annual 
fee for noncorporate forms of firm organizations. 
Depreciation and amortization Variable , double 
declining balance depreciation, appears in Table 56 at two 
levels. Level (a), with zero values, permits the assess­
ment of the effects of straight line depreciation. Level 
(b), with positive values commencing at i = 2, contains data 
drawn from the depreciation schedules of the respondent firm. 
13 X^ , amortizable incorporation expenditures, is given 
64 in Table 56 at two levels. Level (a) represents the de­
ductible amount of organizational expenditure (plus interest) 
under tax law prior to 1954.^^ Level (b) provides for de­
ductions under the Internal Revenue Code of 1954 permitting 
deduction of specified organizational expenditures over the 
^^See Iowa Code § 496A.126 (1962). 
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The amortization schedule assumes the following fees 
based upon 1952-53 law and relevant fee schedules: attorney 
fee, $250; incorporation fee, $265; recording fees, $5.50; 
publication fee, $30;property appraisal fee, $100; federal 
documentary stamp tax on transfer of real property to the 
corporation, $204.71; federal stock issuance tax, $248.60; 
and seal, minute books, and stock certificates, $25. The 
fees for federal stock issuance tax and federal documentary 
stamp tax are not tax deductible. 
^^See Chapter IV, note 26. The nondeductible estimated 
organizational expenditures are deducted from the firm's 
capital supply in i = 1. 
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first sixty months of corporate life. 
Depreciation other than that based upon double declin­
ing balance principles is given at two levels in Level 
(a) assumes double declining balance depreciation is not used 
on any corporate property; level (b) assumes double declining 
balance is used for all eligible property. 
Employee compensation An important task under any 
form of business organization is the determination of employee 
compensation levels. Although marginal productivities of the 
17 
various labor inputs were not derived, the levels of X^j are 
designed to "bracket" the probable marginal value produc­
tivity of labor. Level (a) is based upon the maximum earn­
ings for purposes of social security tax and eligibility for 
social security benefits and is hereinafter referred to as the 
"low salary" level. Level (b) assumes that j = 1, the senior 
shareholder, is transferred to one-half time employment 
status upon taking up residence off the farm. Level (c) rep­
resents the compensation levels of (a) plus 2,500 dollars per 
year per employee and is referred to as the "high salary" 
level. Under levels (a) and (c), the three shareholder-
employees receive equal amounts of compensation. Level (d), 
at zero level, is for use with noncorporate forms of organiza­
tion wherein owners are self-employed and are not employees. 
**See I.R.C. 1 248. 
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Distribution of stock ownership By providing sets of 
coefficients indicating the proportion of outstanding corpo­
rate stock owned by each shareholder, X^? occupies a central 
position in property divestment by senior shareholders, prop­
erty investment by junior shareholders, and estate planning. 
40 
The variable X^j appears in Table 56 at seven levels. Level 
(a) is based upon the distribution of common stock among 
j = 1,2 at the time of incorporation without subsequent trans­
fers. Table 44 lists the fair market value and tax basis of 
classes of property theoretically transferred to the corpo­
ration by shareholders j - 1,2. Table 45 summarizes the tax 
and nontax implications of the transfer and gives the division 
of stock between shareholders one and two. Level (b) of X^? 
assumes that shareholder j = 1 makes available one one-
hundredth of the total outstanding stock' each year to share­
holders j - 2,3 for purchase at fair market value. In level 
(c), shareholder j = 1 makes available stock for purchase as 
in level (b) and in addition makes inter vivos gifts of stock 
in alternate years (beginning in i = 2) to the children. The 
gifts are of one one-hundredth of the total outstanding stock.^^ 
^^The five children living off the farm and pursuing off-
farm vocations are aggregated and appear as shareholder j - 4 
in the interests of ameliorating computational complexity. 
The amount of stock represented by one one-hundredth of total 
outstanding stock is such that no gift tax should be due 
thereon. See Chapter 11, notes 177-183 and accompanying text. 
Table 44. Fair market value and tax basis in dollars of property theoretically transferred 
to corporation by shareholders 
Contribution by shareholders 
Class of property Tax Fair market Ownership Tax basis 
basis value 12 12 
Machinery & equip. 15 ,542.00 16,300,00 10 ,867.00 5 ,433,00 10 ,361 .33 5 ,180 ,67 
Dairy cattle (3) 
Feeder cattle (60) 10 
0,00 
,271.00 
450,00 
11,195.00 7 
300,00 
,463.00 3 
150,00 
,732.00 6 ,847 .33 3 ,423 ,67 
Hogs : boar (1) 
pigs (125) 
pigs (110) 
sows (24) 
75.00 
0,00 
0,00 
0,00 
75.00 
1,250,00 
3,300,00 
1,260,00 
2 
50,00 
833.00 
,200,00 
840.00 
1 
25.00 
417.00 
,100.00 
420.00 
50 .00 25 .00 
Poultry (180) 72,00 180.00 120,00 60,00 48 ,00 24 .00 
Grain 
Hay, straw 
Fertilizer 
0,00 
0,00 
750,00 
33,760,00 
1,180,00 
750,00 
22 ,507.00 
787.00 
500,00 
11 ,253,00 
393.00 
250.00 500 ,00 250 ,00 
Depr, real prop. 
Non depr, real prop. 
20 
83 
,589.00 
,000,00 
20,600,00 
165,500,00 
20 
165 
,600,00 
,500.00 
--- 20 
83 
,589 
,000 
.00 
.00 
---
Miscellaneous 
Cash 
1 ,100,00 
646.15 
1,100.00 
646.15 
733,00 
412,82 
367.00 
233.33 
733 
412 
.33 
,82 
366 
233 
.67 
,33 
Total 132 ,045.15 257,546.15 233 ,712.82 23 ,833.33 122 ,541 .81 9 ,503 ,34 
Table 45. Common stock issued by corporation in exchange for property received from shareholders 
Shareholders 
(dollars) (dollars) 
Corporation 
(dollars) 
Fair market value of property transferred 
to corporation 
Less mortgages assumed by corporation 
Net contribution 
233,712.82 
28.212.82 
205,500.00 
23,833.33 
3.333.33 
20,500.00 
257,546.15 
31.546.15 
226,000.00 
Shares of common stock issued 2,055 205 2,260 
Basis of property transferred to corporation 122,541.81 
Less mortgages assumed by corporation 28.212.82 
Net basis of stock 94,328.99 
9,503.34 
3.333.33 
6,170.01 
132,045.15 
Initial basis per share of stock 45.90 30.10 
^It is assumed that common stock was issued at $100 per share fair market value, and with a 
par value of $50,00 per share, thus producing $113,000 stated capital and $113,000 paid-in surplus. 
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Level (d) is identical to (c) except that j = 3 is permitted 
to purchase stock in i = 2 comparable to that owned by j = 2 
at the time the corporation was theoretically formed. Level 
(e) assumes that death of the husband in shareholder j = 1 
occurred in i = 6, and that prior thereto the stock was 
distributed as in level (a) (ho estate planning). Level (f) 
assumes likewise that death occurred in i = 6 but that prior 
thereto the stock was distributed as in level (d) (substantial 
stock transfers had been made). Level (g) pertains to di­
vision of income under a noncorporate form of organization. 
Dividend declarations In addition to two levels of 
endogenously determined dividends, four levels of exogenously 
determined annual dividend amounts are considered in the 
analysis of the corporate legal framework for the respondent 
firm. Level (a) of provides for zero dividend amounts.^® 
Levels (b), (c), and (d) specify annual dividend declarations 
of approximately one dollar twenty-five cents, two dollars 
fifty cents, and five dollars per share, respectively. 
Variable parallels X^® in providing for cumulative 
amounts of exogenously determined dividends for each of the 
four levels. 
^Under the Subchapter S method of income taxation, divi 
dends are declared in an amount approximating the additional 
income tax paid by the shareholders in addition to dividends 
otherwise declared, whether endogenously or exogenously de­
termined. See Chapter IV, equations 18a, 18b, 19a, 19b, 75a, 
75b, 76a, 76b. 
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Changes in land values Variable X? reflects the 
original aggregate net stock value plus changes in value of 
inventory property other than changes attributable to rein­
vestment of earnings. Under the assumption that incorpora­
tion valuations were in accord with fair market values at 
that time, values for the real property increment of corporate 
property are adjusted for subsequent years pursuant to avail­
able data on land value fluctuations for the area in which 
the respondent firm is located.The resulting net values 
81 
appear in level (a) of variable X^ . Level (b) is applicable 
to the noncorporate organization of the firm wherein real 
property is not conveyed to the firm. 
Corporate income tax rates Table 56, containing 
levels of exogenous variables, provides state and federal 
corporate income tax rates both under pre-1964 law, and under 
the Revenue Act of 1964.^® X&^^ gives the state corporation 
income tax rates for the decade covered by the study. The 
123 
two levels of X^ provide the lowest marginal rate of fed­
eral income tax. Level (a) is based upon prerl964 tax law;^^ 
level (b) contains the corporate income tax rate on the first 
25,000 dollars of corporate taxable income under the Revenue 
^^Information obtained from research files of William G. 
Murray, Iowa State University, in private communication. 
^®Pub. L. No. 88-272, 88th Cong., 2d Sess., 78 Stat. 19. 
71see I.R.C. § 11(b). 
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Act of 1964.^^ The two levels of include the pre-1964 
and post-1964 corporate income tax marginal rates on corpo­
rate taxable income above 25,000 dollars. 
Personal estates of the shareholders 
The inclusion of data from the personal estates of share­
holders rests upon the premise that in a small closely-held 
corporation, tests of performance of the legal form of busi­
ness organization are incomplete without an assessment of the 
impact thereof upon the shareholders themselves, particularly 
when the shareholders serve also as corporate employees. For 
that reason the simulator encompasses several exogenous vari­
ables germane to shareholders and their relationship to the 
corporate firm. Values for the variables are listed in Table 
56. 
Consumption The simulator contains alternative formu­
lations for dealing with consumption by shareholder-employees. 
One formulation assumes that consumption is determined by 
forces exogenous to the LP-SM model and is unaffected by the 
legal form of organization. For runs based upon that assump­
tion, X^j provides two levels of consumption data which are 
drawn from actual family financial records. The family con-
^Revenue Act of 1964 § 121, Pub. L. No. 88-272, 88th 
Cong., 2d Sess., 78 Stat. 19. 
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sumption figures are separately computed by category and 
then aggregated on an annual basis by family. Level (a) is 
based upon total annual family consumption figures including 
the full amount of life insurance premiums paid. For purposes 
of this study, use of level (a) assumes that the respective 
families would not alter consumption given varying levels of 
such variables as shareholder income. Level (b) includes only 
one-half of the life insurance premiums paid, on the assumption 
that the additional security provided by the corporate form, 
in permitting gradual acquisition of equity interests in the 
firm by younger shareholders, would substitute in part for 
the financial security provided by life insurance. It is 
supposed that part of the funds used to purchase additional 
increments of life insurance would be used instead to purchase 
additional corporate stock if the opportunity for such pur­
chase were available. 
The other formulation for shareholder consumption is 
based upon the assumption that consumption is a function of 
family income. Examination of the family consumption data 
appeared to justify this assumption for the ten-year period 
73 
Personal family expenditure records were maintained 
somewhat Uniformly for all j and included e3q>enditure entries 
for food purchased, clothing and personal appearance, miscel­
laneous personal items, home operating expense, home repairs 
and furnishings, health, recreation and vacation, school and 
educational, charities, automobile, life insurance, and mis­
cellaneous other costs. 
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128 
under study. provides the calculated average propensity 
to consume by each family for the ten-year period. Level (a) 
data are based upon the ten-year average propensity to consume 
out of total net family Income. Level (b) Is based upon 
ninety per cent of the computed ten-year average propensity 
t o  c o n s u m e  o u t  o f  t o t a l  n e t  f a m i l y  i n c o m e . .  
For shareholder number four, an average propensity to 
consume of zero out of income received from the corporation 
is assumed for both levels (a) and (b), in order to provide 
comparability with exogenously determined consumption runs 
since actual consumption data for the five families ccmprls-
ing shareholder four were unavailable. 
Exemptions from income tax The federal and state in­
come tax exemptions, represented by and X^j, respectively, 
are based upon actual availability of exemptions for each 
family. The federal exemption is deducted from adjusted 
gross incomethe state exemptions are applied directly 
against the computed tax as a credit. 
Individual income tax rates Individual federal inccme 
tax rates for successive marginal increments of income appear 
^^It is hypothesized that family consumption would have 
been less than the actual recorded figures if a convenient 
method for reinvestment of family Income in equity capital 
had been available. 
^^I.R.C. i 151. 
^^See note 67 supra and accompanying text. 
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in variables to In each case, level (a) gives the 
pre-1964 marginal tax rate; level (b) provides the relevant 
1 0 1  1  
post-1964 marginal rate. Variables X^^ to X^ contain the 
federal income tax rates under the Revenue Act of 1964 for 
the lower marginal rates of income (below 4,000 dollars) which 
appeared in the 1964 act. Level (a) in each case enters at 
zero level and is applicable to runs assuming pre-1964 levels 
of taxation. The positive values in level (b) are for runs 
based upon the Revenue Act of 1964. 
Stock transfer As noted supra in discussion of the 
corporate institutional framework,xj® is the key variable 
for inter vivos and testamentary stock transfer in the model. 
The four levels of X^j, in providing for the amount of corpo­
rate stock made available for purchase by the j-th shareholder, 
correspond to levels (a) through (d) of X^®. Thus, level (a) 
assumes no in ter-shareholder stock transfers during the ten-
year period. Levels (b), (c), and (d) assume transfer by 
j = 1 of one one-hundredth of the outstanding corporate stock 
to j = 2,3 by purchase and sale annually. 
130 
Similarly, X^j provides the fraction of outstanding 
stock transmitted by inter vivos gift each year to the share-
130 holders. The four levels of X^^ correspond to the four levels 
77 See note 67 supra and accompanying text 
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Variable , containing the proportion of outstanding 
corporate stock passing to the j-th shareholder upon death of 
shareholder number one, is likewise linked to X^j. Levels (a) 
and (b) of X^j^ are constructed to be used in conjunction with 
levels (e) and (f) of X^ (those involving shareholder death). 
In the analysis undertaken in this study, it is assumed in 
some runs that death of shareholder number one occurred in 
i = 6. Level (a) of X^j^ assumes that death occurred without 
prior estate planning; level (b) assumes that stock transfer 
had occurred by gift and sale prior to death. 
Q O  
Initial stock basis Values for variable X^j, provid­
ing the original aggregate income tax basis of stock held by 
the j-th disinvesting shareholder, are net basis figures ob­
tained as the result of the theoretic tax-free Incorporation 
at the beginning of i = 1. Level (a) is for use under the 
corporate form of organization. Level (b) basis figures are 
for analyses under noncorporate forms of organization wherein 
real property is not conveyed to the firm. 
Shareholder nonfirm income and investments The LP-SM 
model assumes that changes in the legal form of firm organiza­
tion do not affect nonfirm investments directly, and affect 
income from such investments only insofar as consumption or 
reinvestment of such income is determined by the model. 
96 
Variable X^j furnishes data on inccme of the j-th share­
holder from outside sources. These figures include compensa-
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tlon for service on boards of directors of local firms, non-
farm employment by spouses, and similar income amounts. 
Variable contains the estimated value of noncorpo­
rate investments of the j-th shareholder. The value of prop­
erty owned by the spouse of the j-th shareholder is given by 
X^j^. For runs in which death of shareholder number one pro­
duces insurance proceeds for use during i = 7, level (b) of 
X^j^ provides the relevant information. Level (a) of X^?^ 
is used for all runs except those simulating the death of 
shareholder one. Miscellaneous noncorporate assets of the 
172 j-th shareholder are given in X^ . The data include cash 
values of life insurance policies, personal automobiles, 
household furnishings, and the average value of bank accounts. 
Level (a) gives the total value of such assets; level (b) 
specifies the amount includible in the gross estate for 
federal estate and state inheritance tax purposes. 
Death of shareholders The amounts of insurance pro-
ceedo payable upon death are provided by variables xj^j^ (in­
cludible in the insured's gross estate for federal estate 
tax purposes) and X^*^ (not includible in the insured's gross 
estate for federal estate tax purposes but payable to the 
surviving spouse). The three levels of X^j^ give alternative 
testate and intestate proportions of the j-th shareholder's 
property passing to the spouse at death. Level (a) figures 
are based upon the statutory share to which a surviving spouse 
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Is entitled. Level (b) assumes a valid testamentary bequest 
of the entire estate to the spouse. Level (c) assumes that 
one-half of the property passes to the spouse by testate means. 
175 
The levels of variable , showing the amount of the j-th 
shareholder's adjusted gross estate qualifying for the marital 
deduction, are associated with the levels of 
185 
Variable X^^Y provides a coefficient for cmnputing estate 
settlement costs. The value given for j = 1 reflects the pro­
vision in the will of j • 1 providing that the executor of 
the estate could serve without bond. The figures given for 
j = 2,3,4 are increased by the amount of estimated fiduciary 
bond costs^^ because wills containing such a provision had 
not been executed by these shareholders. 
78 175 
Level (a) of X^j is based upon the actual amount of 
property that would have qualified for the marital deduction 
if death had occurred during the ten-year period. For j » 1, 
level (a) appears at zero level inasmuch as the will of j * 1 
provided for passage of property to the wife for life with re­
mainder to the children, which does not qualify for the mari­
tal deduction, Treas. Reg. § 20.2056(b)-l (1958). 
79 
Professional surety companies generally charge about 
$4.00 for each $1,000 up to $100,000. 
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CHAPTER VI: EMPIRICAL FINDINGS OF THE INVESTIGATION 
Operation of the LP-SM model outlined In Chapter IV 
using the Input data specified In Chapter V provides the 
data necessary for testing selected hypotheses elaborated In 
Chapter III on the economic effects of the form of firm or­
ganization. In this chapter, the various model "runs" are 
described and the resulting output Information analyzed In 
testing the hypotheses guiding this Inquiry. 
Inasmuch as the model developed for and used In this 
study Is unique In Its development and use, the characteris­
tics and composition of runs are presented In considerable 
detail. This Is done In the Interest of reporting more 
fully application of the methods yielding the results In 
testing the hypotheses. Later In the chapter results of the 
analysis are reported In terms of tests of the hypotheses 
previously formulated. -
Characteristics of Computer Runs 
The basic procedure used in formulating the computer 
runs is to Isolate the effects in firm operation over time 
of specific components of the corporate legal framework. 
With computer runs limited to a finite number due to restraints 
on expenditure of scarce research resources, it is not pos­
sible to Include all corporate legal characteristics in the 
matrix of computer runs. As the number of observed frame­
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work variables increases arithmetically, the number of runs 
necessary to encompass all combinations thereof increases 
geometrically. Without the pragmatic limitations imposed by 
available resources, an almost infinite number of runs could 
be designed due to the large number of potential variables 
and the large number of finite levels at which each variable 
could be evaluated. 
Formulation of computer runs 
Inasmuch as the various ccsnputer runs are differentiated 
on the basis of unique combinations and levels of exogenous 
variables, a major step in formulating the runs for auto­
mated computer operation in attaining solutions to the model 
is the ordering of the array of exogenous variables for each 
computer run. The main program for the LP-SM model is con­
structed such that exogenous variables enter the computer on 
magnetic tape. A special program was written to effect the 
transformation of exogenous variable data on punched cards 
to the magnetic tape. On tape, the exogenous data are grouped 
by computer run (and by years one to ten within runs) in the 
precise values and combinations required for obtaining de­
sired solutions. Runs were thus developed and the data im­
printed on tape sequentially from run one to run n. At the 
appropriate time for reading in exogenous data in each year 
of each run, the main program directs the records of the 
exogenous data tape containing the desired input data to be 
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read into computer storage. The ccwaputer quickly "overreads" 
the segments or records of the tape preceding the records 
containing the relevant information. 
Combinations of variables in computer runs 
The forty-five runs programmed in the instant study are 
comprised of combinations of a relatively small number of 
variables. The runs consider four levels of dividends, two 
salary levels, three stock transfer processes, four levels 
of shareholder-employee family consumption, and five sets 
of variables associated with death of the j-th shareholder 
in the i-th year. Some runs were also designed to ascertain 
the effects of the Revenue Act of 1964^ in comparison with 
prior law. Runs also isolate the effects of employee bene­
fit plans and changes in the corporate legal structure since 
the time of theoretic incorporation of the firm on November 1, 
1952. The runs were computed twice, once for the simulator 
oriented to the regular method of income taxation, and once 
for the Subchapter S method of income taxation. 
Standard run Because it was deemed not feasible to 
test every combination of variables, a standard run was de-
2 
veloped against which selected runs were tested. In the 
^Pub. L. No. 88-272, 88th Cong., 2d Sess., 78 Stat. 19. 
2 The standard run (denoted run zero) was constructed with 
variables X^, X^, xj, X®, X^^, xj^, and X^^ entered at level 
(a) in each case. See Table 56. 
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standard run, salary levels for shareholder-employees re­
flect compensation in accordance with the maximum earnings 
subject to social security taxes and maximum eligibility for 
3 
social security benefits. The standard run provides for 
stock transfer by gift to all children frmn shareholder one 
and by sale to shareholders two and three.^ And consumption 
by families of shareholder-employees is exogenously determined.^ 
Variables establishing annual dividend declarations are en­
tered at levels denoting zero dividend declarations.^ The 
standard runs are based upon pre-1964 inccnae tax rate sched­
ules.^ With respect to simulated death of shareholders, the 
standard run assumes that one-third of a deceased shareholder's 
disposable estate passes to the surviving spouse and that such 
g 
amount qualifies for the marital deduction. 
^Variable xH is set at level (a) in the standard run. 
Variables xj?, X**, X^?*, and x];^® are fixed at level 
(c) for the standard run. 
5 41 Exogenous consumption is set at level (b) of X,., with 
1 no 
X^j (average propensity to consume) set appsopriately at 
level (c). 
^Variables xj® and xj^ are entered at level (a). 
^Variables xj^^, xj^*, xj^^, X^^, xj^^, xj®^, xj®^, 
and X^®^ appear in the standard run at level (a). 
^Variables X^ ^ and X^ ^ are both entered at level (a) in 
the standard run. 
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Runs testing dividend, salary, and stock transfer levels 
Twenty-four runs under both regular and Subchapter S 
simulations are devoted to isolating the effects of two 
9 
salary levels, four dividend levels, and three stock trans­
fer processes. Dividends are considered as exogenously 
determined at "low" and "high" fixed levelsand at high 
a n d  l o w  v a r i a b l e  l e v e l s  b a s e d  u p o n  c o r p o r a t e  i n c o m e . I n  
the group of twenty-four runs, stock transfer occurs under 
plans for gifts of stock to all children and sale to share­
holders two and three, sale alone of stock to shareholders 
two and three, and no transfers of stock whatsoever after 
incorporation and initial distribution of stock to share­
holders. 
In the group of twenty-four runs, effects of each divi­
dend, salary, and stock transfer assumption may be isolated, 
under both regular and Subchapter S methods of corporate in­
come taxation, by consideration of appropriate differences 
of the key variables selected for analysis. 
Runs testing Revenue Act of 1964 Inasmuch as pro­
spective application of the findings of this inquiry involve, 
is considered at levels (a) and (c). 
and are set at levels (b) and (d), respectively. 
^^The standard run is solved with X?® and xl^ at levels 
(e) and (f), respectively. 
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at least in the short run, a different federal income tax 
structure than was extant during the years covered by this 
study, attention is directed in a group of eight runs to the 
impact of the Revenue Act of 1964 upon the key variables se­
lected for analysis. The runs are based upon a reduced scale 
version of the twenty-four runs described in the preceding 
section. The Revenue Act runs consider four dividend levels 
and two salary levels ; stock transfer is assumed in all eight 
runs to be by both gift and sale. 
The Revenue Act runs, therefore, are made directly com­
parable to eight of the twenty-four runs under pre-1964 tax 
law for testing purposes. The eight runs could also, of 
course, be compared with each other in appropriate test 
comparisons. 
Runs testing simulated death of shareholders A total of 
five runs were designed to test various effects of shareholder 
death upon the key variables selected for observation and 
analysis. One run is structured to simulate death of share­
holder one during the sixth year of the ten-year period under 
the assumption that no stock transfer or other estate planning 
occurred after the theoretic incorporation of the firm and 
initial distribution of the stock. A companion run is based 
upon the same assumptions as to death, with the exception 
that stock transfer by gift and sale occurred prior to death. 
Two runs consider differential proportions of property 
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passing to the spouse of deceased shareholders at death. One 
run assumes that one-half of the estate passes to the surviv­
ing spouse; the other assumes passage of the entire estate to 
12 the spouse. 
One run is based upon the assumption that the portion of 
property passing to the surviving spouse fails to qualify • 
13 for the marital deduction. 
Runs testing effects of consumption levels The stand­
ard run, as a benchmark for testing purposes, considers con­
sumption by families of employee-shareholders as being ex-
ogenously determined. That run includes in consumption fifty 
per cent of life insurance premiums paid by shareholders two 
and three on the grounds that a portion of investment in life 
insurance during the ten-year period was to obtain security 
for survivors. It is assumed that acquisition of equity 
ownership interests in the firm would substitute in part if the 
opportunity were in fact open for such acquisition of equity 
interests. 
An additional run isolates the effects of consumption 
wherein the entire anount of life insurance premiums is 
12 
In either case, a will would be necessary to accomplish 
such stock passage since each shareholder had one or more 
children who would be entitled to share in the estate in the 
event of death intestate. 
^^See I.R.C. § 2056. The passage of a life estate in the 
estate property to the surviving spouse would fail to qualify 
for the marital deduction, for example. 
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classified as consumption expenditures. Other runs consider 
consumption as endogenously determined, based upon the com­
puted mean average propensity to consume by each family, 
and upon ninety per cent of the computed mean average pro-
is 
pensity to consume. The latter formulation is based upon 
the premise that families of shareholders two and three would 
consume slightly less if income amounts not consumed could be 
invested in equity interests of the firm. 
Miscellaneous runs A few runs were designed to test 
the effects of a single change or single set of changes in 
the LP-SM model. In all cases the results of these runs are 
tested against the results of the appropriate standard run. 
One run determines the effects of inclusion of certain 
employee fringe benefits of a fixed cost nature in the em­
ployee compensation schedule.Another run tests the ef­
fects of the absence of a deferred compensation plan from 
the standard run. A third miscellaneous run checks the 
^^The run is constructed by setting X^j at level (c), 
X^?®, at level (a), and using the remainder of the standard 
run formulation. 
^^Variables X^j at level (c) and at level (b) pro­
vide the necessary change from the standard run. 
^^Variable xj is set at level (b) for the run. 
^^The run requires that 3^9 be set equal to zero for all 
years of the run. ^ 
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net effect of specified legal changes occurring during the 
ten-year period under study. 
Results of Linear Programming Phase of the Model 
Each computer run necessarily entails obtaining linear 
programming solutions for each of the ten years covered by 
19 the run. The final bases exhibit substantial stability, 
in terms of activities included in the final basis, in the 
area of resource variability which is feasible under the 
relevant restraints. Tables 57 and 58 give the level of ac­
tivities included in the final basis by years for selected 
runs. Table 57 represents the standard run under the regular 
method of taxation; Table 58 is based upon the Subchapter S 
corporation standard run. The pattern of activities consti­
tuting the final basis for each year reveals that the major 
variance between runs is in the group of financial transac-
^®Variables xj, X®, X^^, X^^, and X^^ are set at level 
(b) for the run. 
19 In order to reduce computing time, the linear program­
ming segment of the model was designed to use as an input in 
each year a presolved linear programming matrix as a first 
approximation of the final solution. The pre-solved matrices 
were obtained under specified mean assumptions, placed on 
magnetic tape, and read into computer storage at the beginning 
of each year's conputations• The computational time needed 
for obtaining linear programming solutions in actual runs was 
reduced substantially due to the high degree of similarity be­
tween final bases of respective years in each computer run. 
Very few iterations are required to arrive at the final basis 
for. most years in each run. 
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tions activities. 
Activities in standard runs 
The standard runs for regular and Subchapter S methods 
of corporate income taxation reveal a high degree of simi­
larity except for capital borrowing, capital transfer, and 
21 
capital selling activities. These activities reflect the 
impact of the alternative methods of taxation. In the para­
graphs following, the standard runs are examined by major 
activity groups. 
Crop rotation activities Only five rotation ac­
tivities enter into the final basis during the ten-year period 
of analysis under either method of income taxation. For years 
one and two, 1,129 acres of land are planted to activity 
a rotation of corn-soybeans-corn-oats-meadow at high rates of 
22 fertilization. In year one, the seventy-eight acres of 
rented land are planted to Pg, a rotation of corn-soybeans-
corn-oats-meadow under high rates of fertilization. In 
year two, however, the rented land is most profitably devoted 
to continuous soybeans (activity P22)• In each succeeding 
20 
See section infra entitled "Financial transaction ac­
tivities." 
21 
Compare Tables 57 and 58. 
^^The program includes the maximum allowable land acqui­
sition, 640 acres as provided by activities P^g and Pog. This 
amount, coupled with the 489 acres of previously owned land, 
produced the 1129 acres planted to Pj^. 
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year, available rented land is employed in the production of 
23 
continuous soybeans. 
In years three and four, the optimum solution specifies 
two rotations for owned and cash rented land in each year. 
In year three, 251.42 acres are most profitably used in ac­
tivity 877.58 acres are planted to P^.^^ For year four, 
P^ plantings decrease to 132.43 acres and P^ increase to 988.52 
25 
acres. In years five and six, all owned and cash rented 
land above the maximum allowable cropland diversion amounts 
26 is devoted to production of activity P^^. For years seven 
and eight, with no land retirement program available, the 
most profitable employment of owned land is P^. Year seven 
marks the transition from acquiring land through cash rental 
to acquiring land under crop share rental leases. The de-
23 
This phenomenon is due largely to the assumed lease 
contract (the actual lease used during the ten year period) 
which provided for payment of rent in the form of 40^ of the 
soybean and oat crops, and 50% of corn production. 
^^Activity P^ is identical to activity P^ except that P^ 
assumes nonparticipation in the government price support pro­
gram. Years three and four are the only years except for ten 
in which all owned land is not planted to a single rotation. 
25 In year four, approximately eight acres are idled under 
the current applicable government cropland diversion program 
under activity Py. 
26 
Approximately ninety-four acres are idled under ac­
tivity Py for year five; in year six, slightly over ninety-
two acres are removed from production. 
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cllne in corn price and increases in production costs are 
largely responsible for the shift in profitability of al-
27 ternative leases. 
In year nine, marked with a return of cropland retire­
ment alternatives, owned land available for production (after 
28 the maximum number of acres is idled) is planted to activ­
ity For year ten, owned land is divided between activity 
and activity (continuous soybeans) with the maximum 
number of acres idled under the government agricultural 
29 program. 
It is noteworthy that of the twelve rotations included 
in the program (seven for owned or cash rented land and five 
for land obtained by crop share rental) only five are used 
to any degree in the runs. Activities based upon a corn-
corn-oats-meadow rotation do not appear in the final basis 
for any year. And in no event do rotations based upon medi­
um fertilization prove to be more profitable than high 
27 It is noted that for each year prior to year seven, 
additional land is most profitably acquired under cash rent 
leases through activity Pgg; and for each year thereafter, 
including year seven, crop share rental arrangements are more 
profitable for the lessee firm under activity Pgg. Each unit 
of activities Pog and P^p represents the acquisition of forty 
acres of land of which tnirty-nine acres are tillable. 
28 Fifty-six acres of owned land are most profitably em­
ployed by being idled in year nine. 
29in year ten, fifty-five and eight-tenths acres are re­
moved from production under the government program. 
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fertilization rate rotations. 
Livestock activities In each year of each run, hog 
activities enter the final basis at the maximum level allow­
able by the hog management restraint of 180 litters farrowed 
per year. In years one and two, activity representing 
six farrowings of hogs per year, is included in the final 
basis at a level of thirty units. Each unit of the activity 
is comprised of three sows farrowing two litters each. For 
years three through seven, activity proves to be more 
profitable and appears in the final basis consistently at a 
level of forty-five units. In that case, a unit represents 
two sows each farrowing two litters per year. Activity Pj^^ 
at a level of thirty units again appears in year eight. 
However, in years nine and ten the program returns to a level 
of forty-five units of P^g. For each year, the number of 
units of hogs in the final basis is transmitted to the 
respective hog continuation activities (P^g» ^ 49» &nd P^q) 
for completion in the year following. 
Only two of the four cattle feeding activities are suf­
ficiently profitable to be included in the final basis for 
any year. No cattle is purchased and fed out in years one 
and seven due to anticipated price adversity. In year two, 
the optimum solution provides for feeding 344.30 head of 
medium quality steey calves (activity P^g) and 105.83 head 
of high quality heifer calves (activity ^ 20^* years 
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three and four, only medium quality steer calves are fed out, 
471.59 head in year three and 464.59 head in year four. In 
years five and six, the optimum plan again calls for feeding 
both medium quality steer calves and high quality heifer 
calves. For year five, 275.81 head of steers are specified 
along with 207.98 heifers. In year six, these figures are 
adjusted to 281.59 steers and 199.59 heifers. Year eight is 
the only year that heifers alone are included in the final 
basis — at a level of 313.56 head. The feeding program 
shifts again in year nine to 533.09 head of medium quality 
steer calves. In year ten, 378.37 head of the same type of 
animals are specified in the final basis. 
Neither activity (high quality steer calves, full 
fed) nor activity (high quality yearling steers) appears 
sufficiently profitable to be included in the final linear 
programming solution for any year. 
Investment activities Like the rotation and livestock 
production activities, investment activities exhibit a high 
degree of stability in activity levels over the relevant 
range of resource restraints. For acquisition of additional 
machinery and equipment services, activities P^Q (additional 
capacity for planting and tillage machinery) and P^j^ (addi­
tional capacity for harvesting machinery) appear in the final 
basis in year one in response to the demand for additional 
machine services created by acquiring 640 acres of additional 
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land. The newly added land requires 607 acres in additional 
planting and tilling machine capacity and 557 acres in addi­
tional harvesting machine capacity as noted in Table 57. No 
further machine service acquisition is required in later 
years of the runs. It should be noted that the added machine 
capacity is ostensibly fully utilized in later years due to 
continued acquisition of the maximum allowable amount of land, 
except to the extent rotation acres are retired under appli­
cable government agricultural programs. The additional in­
crements of machine capacity acquired in year one are car­
ried over in succeeding years in activities and P^q to 
provide machine services in those years in exchange for pay­
ment of the annual service fee. 
Hog farrowing space is increased once during the ten 
years of each run. In year three, activity P^^ adds two and 
one-half units (fifteen farrowing stalls) to previously avail­
able hog farrowing capacity. The increase is necessary to 
permit forty-five units of activity Pj^^ be produced. Al­
though the same number of litters is farrowed with thirty 
units of Pj^^ (farrowing six times per year) as with forty-
five units of Pj^g (farrowing four times per year), the shift 
to greater concentration of farrowings in fewer months with 
acquisition of additional farrowing capacity to accommodate 
the farrowings is profitable due to improved utilization of 
available labor. In only one year after acquisition is the 
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additional farrowing space unutilized. In year eight, the 
program specifies a shift to thirty units of from previous 
years wherein forty-five units of appear to be more pro­
fitable. The additional investment in farrowing stall capa­
city is carried over to years subsequent to year three, the 
year of acquisition, by activity P^^* 
The available space for general livestock growing and 
finishing purposes proves to be inadequate for production 
levels derived in year one. Thus, activity P^y is brought 
into the final basis for year one at a level of two and sixty-
four hundredths units (5,280 square feet). The increase in 
cattle feeding in year two (no cattle feeding occurred in 
year one) necessitates a further increase of four and one-
half units (9,000 square feet) in livestock growing space in 
year two. These amounts are carried over to succeeding years 
by activity Pg2 which cumulates additional investment in 
livestock growing space. Except for year seven, when cattle 
feeding activities are not sufficiently profitable to enter 
the final basis, the additional livestock housing capacity 
provided by activity P^^ is almost fully utilized each year. 
Financial transaction activities Substantial dis­
similarity exists between conputer runs as to the levels of 
financial transaction activities. 
Capital borrowing Under the standard run for the 
regular method of taxation, as shown in Table 57, shareholders 
two and four do not loan debt capital to the firm in any year. 
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Commencing in year five, shareholder one makes increasing a-
mounts of capital available to the firm. Only in year three 
does shareholder three loan funds to the corporation. Loans 
frcm the deferred compensation fund begin in year two and 
continue through year ten. Loans from outside credit ex­
tenders are obtained during capital use periods F, A, and B 
for years one and two. By year three, it is necessary to 
seek outside debt capital only during periods A and B. In 
year four, outside loans are limited to those needed in period 
B. 
In contrast to the standard run under the regular method 
of income taxation, the regular method run producing the 
lowest average ^  ante returns to fixed factors (run three) 
establishes a somewhat different capital borrowing pattern. 
Under the high salary and dividend levels of run three, share­
holders have greater amounts of capital available for in­
vestment in the corporation; only shareholder two does not 
maintain a consistent pattern of annual loans to the firm. 
With higher salaries paid, the deferred compensation fund 
grows at a more rapid rate in run three and larger amounts 
of debt capital are made available to the corporation. With 
respect to debt capital obtained frmn outside sources, 
borrowing is necessary through the fifth year. The additional 
lending by shareholders and the deferred compensation fund 
does not offset the capital drain from paying higher salaries 
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and declaring larger dividends in run three ccmpared to the 
standard run. 
The financial transactions involved in run six, the 
regular method run producing the highest average ex ante 
returns to fixed factors, follow essentially the same pattern 
as the standard run. The major exception is the smaller 
amounts of debt capital loaned by shareholder one to the 
corporation in run six. 
The standard run under the Subchapter S method of inccme 
taxation is characterized by almost complete absence of share­
holder lending to the corporation. Only in years three and 
four does shareholder three make small loans to the firm. 
With the same salary levels as under the regular method 
standard run, deferred compensation lending is identical. 
However, substantially less capital is borrowed from out­
side credit sources under the Subchapter S standard run after 
year one; no outside loans are obtained after year two. 
For the Subchapter S run with the lowest average ex 
ante returns to fixed factors, run three, the high salary 
and dividend levels have the expected results. Shareholders 
one, three, and four thus have capital available to loan to 
the firm in varying quantities. With the higher salary 
levels, large loans are made by the deferred compensation 
fund to the firm. The capital outflow attributable to the 
higher salary and dividend levels requires substantially 
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greater capital borrowing from outside credit sources in run 
three than in the Subchapter S standard run. However, out­
side borrowing is not necessary beyond year four. 
In run six, the Subchapter S run with the highest mean 
ex ante returns to fixed factors, very little debt capital is 
borrowed from shareholders. Only shareholder four maintains 
a consistent lending pattern and that at an annual level of 
less than 1,000 dollars. Borrowing from outside credit 
sources is identical to that under the standard Subchapter S 
run. 
Capital selling In all nans, capital is generated 
in excess of current production needs and therefore is in­
vested by thé corporation through activity In most runs, 
capital selling commences in the year after cessation of out­
side borrowing, increases steadily until year seven, decreases 
sharply in years eight and nine, and rises again in the tenth 
year. For the regular method standard run, capital selling 
commences in year five and rises to 166,349.60 dollars by 
the end of year ten. In regular method run three (lowest 
mean ^  ante returns) capital selling first occurs in year 
six and has progressed to 88,396.74 dollars by year ten. 
Regular method run six (highest mean ^  ante returns) closely 
parallels the regular method standard run in the record of 
capital sale. 
In general, capital selling commences earlier in Sub-
\ 
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chapter S runs and attains a higher level by year ten. In 
the standard run, capital sale occurs for all years after 
year two. By year ten, the annual rate of capital sale 
stands at 196,449.57 dollars. For run three, with the 
lowest mean ex ante return to fixed factors, capital sale 
does not begin until year five and has reached 121,369.49 
by year ten. Run six, with the highest mean ex ante return 
to fixed factors, closely parallels the capital selling trans­
actions of the Subchapter S standard run. 
Miscellaneous activities Unlike the performance of 
financial transaction activities in the various runs, most 
of the activities classified hereinbefore under the rubric 
30 
of miscellaneous activities appear in identical or nearly 
identical form in the years of the various runs. 
Silage production under activity enters the final 
basis up to the limit of silo capacity in all years in which 
beef cattle are fed out except for year three. In that year, 
it is more profitable for beef cattle rations to be comprised 
31 
of corn and hay I than silage. Due to the limitations on 
30 See Chapter V, pages 356-61» Acreage retirement ac­
tivities Fy and Pg, which are discussed in the parallel sec­
tion of Chapter V, are considered in this chapter in connec­
tion with rotation activities, supra. 
31 
The complete substitution of corn and hay I for corn 
silage in third year beef cattle rations appears to be attrib­
utable to a decrease in hay prices for the year accompanied 
by a decrease in the price of com. 
397 
silo storage capacity, some substitution of corn grain and 
hay I for corn silage takes place through activity in 
32 
every year that beef cattle are fed out. 
In seven of the ten years, the solutions specify that 
purchase of additional corn is profitable. The greatest 
amounts of corn are purchased, of course, in years when 
participation in the government price support program and 
delivery of corn to sealed storage make the grain unavailable 
for livestock feeding* At no time during the ten-year period 
is it profitable for additional hay I or hay II to be pur­
chased. 
In most years, the hiring of labor in addition to that 
provided by the employee-shareholders is profitable up to the 
management restraint of four man-years imposed by the de­
cision makers. In years two, three, four, five, six, and 
nine the plan specifies that four full-time hired men should 
be employed through activity The demand for labor in 
year one is such that the hiring of two and one-fourth man-
years of full-time labor and three and four-tenths part-time 
workers for the summer months of June, July, and August is 
33 
most profitable. For year seven, the solution specifies a 
32 
In no year does substitution of corn and hay II (higher 
quality and price than hay I) for silage occur. 
33 
The total labor in year one would be three and one-tenth 
man-years inasmuch as each part-time laborer provides the e-
quivalent of one-fourth man-year of effort. See Tables 47 and 
48 infra for marginal productivity and shadow price data for 
labor in periods in which labor is a limiting resource. 
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reduction in the full-time labor force to one and twenty-
three hundredths man-years of labor and a concomitant in­
crease to three and twenty-nine hundredths part-time workers 
In year jeight, the employment of additional full-time workers 
again becomes profitable. The plan calls for hiring four man-
years of labor, with one and twenty-three hundredths man-years 
employed on a full-time basis and three and nine-hundredths 
hired on a part-time basis during the summer months. In year 
ten, employment drops to three and twelve-hundredths man-
years, with no part-time employment. 
Returns to fixed factors 
Table 46 gives the annual absolute and run average ex 
ante and ex post returns to fixed factors for selected runs 
under regular and Subchapter S income taxation methods. The 
table also provides for the listed runs the relationship of 
ex post returns to ^  ante returns in percentage terms. For 
all regular method runs, ex post returns average between 
eighty-eight and eighty-nine per cent of ex ante returns ; 
ex post returns average approximately one per cent higher in 
Subchapter S runs. 
In all regular runs, year four was anticipated as the 
year of highest returns to fixed factors, with an expectation 
^^The total labor for year seven would be two and five-
hundredths man-years. 
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that year eight would be the year of lowest returns. Actual 
ex post returns in every run place year four in last place, 
with year two recording the highest ex post returns to fixed 
factors. For Subchapter S runs, ex ante expectations were 
that years four and eight would be years of highest and lowest 
returns, respectively. And year four again exhibited the 
lowest actual returns. However, the years of highest ex post 
returns alternate between two and six. With only one excep­
tion , runs averaging greater than 63,440 dollars in ^  post 
returns to fixed factors have the largest annual returns in 
year six; runs averaging less than that amount have their 
best year in year two. 
Restraints and marginal revenue products 
As a by-product of the linear programming process of 
obtaining optimal solutions to defined problems of maximiza­
tion or minimization, values are imputed to units of fixed 
35 
resources. These values for the services of resources are 
36 generally referred to as marginal revenue products, mar-
37 ginal value products, or shadow prices. In this work, the 
o c 
See Dorfnan, Samuelson & Solow, Linear Programming and 
Economic Analysis 166-74 (1958); Heady & Candler, Linear Pro­
gramming Methods 85 (1958). 
Dorfiaan, Samuelson & Solow, op. cit. supra note 35, 
at 166-67. 
^^Heady & Candler, o^. cit. supra note 35, at 85. 
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term "marginal revenue product" is used. Resources in surplus 
supply upon attainment of the optimum linear programming so­
lution have zero marginal revenue products. A one unit de­
crease in the availability of the resource would not affect 
net revenue. However, if resources are fully utilized in pro­
duction, a decrease in resource supply by one unit reduces net 
revenue. The amount of the decrease in net revenue is the 
marginal revenue product of the resource whose quantity is 
38 decreased by one unit. Moreover, the total marginal 
revenue product imputed to the fixed resources equals and 
exhausts the total net revenue from production. 
In the linear programming solutions obtained in this in­
quiry, four fixed resources are found to be generally limit­
ing and thus have positive marginal value products: period 
B (March-April) labor, period C (May-June) labor, swine 
39 
management, and land acquisition. In no year is capital a 
limiting resource; the restraint imposed on debt capital ac­
quisition^® is not reached by the capital borrowing activities. 
38 
The effect on net revenue of a one unit increase in 
scarce resources should also give the marginal revenue pro­
duct unless the one unit increase makes the resource redundant. 
OQ 
Labor is a fixed resource to the extent that the hiring 
of additional employees is limited to a specified number of 
man-years annually. 
.g^The restraint (an debt capital acquisition) is provided 
by and for regular and Subchapter S methods of taxa­
tion, respectively, and is based upon 60% of corporate net 
worth. See Chapter IV, equations 73 and 131. 
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Tables 47 and 48 provide the marginal revenue product for 
each unit of the scarce resources under the standard runs for 
regular and Subchapter S methods of income taxation, respec­
tively. 
It is worthy of note that each of the four limiting re­
sources is directly referable to restraints imposed by manage­
ment limitations, assuming additional quantities of the kinds 
and qualities of resources are physically available. Swine 
management, Rgg, reveals a particularly high marginal re­
venue product per litter, the unit of resource in that ac­
tivity. During the ten-year period, the lowest marginal re­
venue product earned by management of an additional litter 
of hogs is thirty-one dollars and eighty-seven cents (under 
regular and Subchapter S standard runs) in year five. In 
year ten, seventy-nine dollars and thirty-two cents would 
have been subtracted from net revenue for each unit decrease 
in hog management. Assuming that hog management is not on 
the threshold of becoming redundant, each one-unit increase 
in hog management would have increased net revenue by seventy-
nine dollars and thirty-two cents. Such increases in hog 
management assume, of course, that production relationships 
do not change due to the increased hog production. It is 
likely that changes in the production function might in fact 
occur due to greater problems of sanitation and disease con­
trol and increased pressure on suppliers of the management 
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input. 
In every year, period B labor is limiting and earns a 
marginal revenue product ranging frcm three dollars and seventy-
four cents per hour in year one to twenty-three dollars and 
fifty-three cents per hour in year five for regular and Sub­
chapter S standard runs. As the supply of period B labor 
could be increased only through activity providing for 
employment of additional full-time laborers, period B labor 
could be considered as a fixed resource if total additional 
labor employed reaches four man-years. Labor acquisition 
equals four man-years in seven of the ten years. In three 
years (years one, seven, and ten) more labor could be ac­
quired than is hired through activities and P^y. The 
positive marginal revenue productivities for period B labor 
in year one, for example, can be interpreted as indicating 
that an increase in period B labor would raise net revenue 
by three dollars and seventy-four cents. However, to obtain 
period B labor, workers would necessarily be employed on a 
full-time basis, thus adding to labor supply in all labor 
use periods, some of which already have redundant labor. The 
net cost of period B labor therefore becomes substantially 
greater than the direct outlay for the 400 hours of labor per­
formed by each employee in period B. 
Period C labor is limiting in seven of the ten years. 
For years three, four, and nine, period C labor does not earn 
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a positive marginal revenue product. Unlike period B labor, 
labor supply in period C could be augmented either by ac­
tivity (furnishing full-time labor) or by activity 
which adds to labor supply of periods C and D in a ratio of 
one to two as between the two periods. And labor supply in 
period D is not limiting in the runs made for this study. 
Therefore, additional part-time labor hired must be justified 
on the basis of the labor contribution during labor use period 
C. Such apparently is not possible for the three years in 
which additional labor could have been hired had it been pro­
fitable. 
For the land acquisition restraint, the limitation of 
640 additional tillable acres is reached in each year of 
each run and the restraint could be considered as fixed for 
purposes of imputing product to scarce factors of production. 
The marginal revenue product for the Subchapter S standard 
run ranges from eleven dollars and forty cents per acre in 
year eight up to twenty-six dollars and eighty-nine cents in 
year three. In the regular taxation method standard run, 
the marginal revenue product per tillable acre is eleven 
dollars and forty cents for year eight and ranges up to 
a high of twenty-three dollars and sixty-nine cents in year 
one. 
Effects of Computer Runs on Specific Model Variables 
Decision makers and other intimately associated with firm 
operation are generally more interested in the effects of the 
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legal form of business organization upon sane variables than 
upon others. It Is likely that the greatest concern is felt 
over variables that impinge upon or otherwise affect the ele­
ments comprising the individual and firm objective functions. 
For purposes of analysis herein, computer runs are tested 
for the effects of specified corporate characteristics upon 
certain "key variables" which are selected on the basis of 
probability of inclusion in objective functions. 
Key variables for analysis 
The group of key variables selected for close observation 
in each computer run is comprised of variables representing 
specific characteristics both of the firm and of the personal 
estates of the shareholders. For each variable, tests are 
made separately for runs involving regular and Subchapter S 
income tax methods. 
On the firm side, there are five key variables. As a 
proxy for firm net worth over time, corporate stock values at 
41 the end of year ten are examined. The mean values for ex 
post returns to fixed factors are included in the key vari-
^^The corporate stock values are obtained from simulator 
variables for the regular method and for the Sub­
chapter S method of income taxation. Inasmuch as the number 
of shares of stock remained constant during the ten-year 
period, corporate stock value may be computed by dividing 
corporate net worth by the number of shares of stock outstand­
ing (2,260). 
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able group in order to test the effects of runs upon firm 
revenue over time.^^ And three variables are associated with 
the firm's income tax liability for the ten-year period under 
study.One variable examines the total state income tax 
paid during the ten-year period,another considers the 
firm's federal income tax bill,^^ and the third reflects the 
total amount of corporate income taxes paid during the ten-
^ J 46 year period. 
Eight variables supplying eighteen values are used to 
evaluate the effects of the various runs upon the share­
holders and their estates. Shareholder net worth at the end 
of the tenth year is considered for each of the four share-
47 holders and for the family of shareholders as a unit. And 
^^Slmulator variable x} provides the values for ex post 
returns to fixed factors. 
Only runs under the regular method of income taxation 
are tested for income taxes paid, as Subchapter S corpora­
tions do not pay incane tax. See Chapter Ii, pages 142 to 151. 
^^Simulator variable provides annual amounts of state 
income taxes paid by the firm. 
^^Simulator variable X^^ furnishes data on annual federal 
income tax liabilities. 
^^The values for total income tax amounts are obtained 
from simulator variable X^^. 
^^Simulator variables X&^^ (for regular method of income 
taxation) and Xj|j (for Subcn^ter S method of income taxation) 
provide the necessary data for the five values considered as 
key variables. 
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state and federal individual income taxes paid by each share­
holder are included in the group of key variables selected 
for observation.^® The effect of the various runs upon the 
total individual income tax bill (federal plus state) is also 
included in the testing procedure, with the shareholders con­
sidered as a family unit. Four variables provide appropriate 
tests for the effects of simulated death of shareholder one 
49 
upon capital accumulation : estate settlement costs, federal 
estate tax,^^ state inheritance tax,^^ and total estate costs. 
One key variable, the total individual income tax bill 
for the firm and the shareholders combined, transcends firm — 
52 household entities. 
Effects of factor compensation rates upon key variables 
If the legal form of firm organization is to facilitate 
^®Federal and state individual income t^ data are ob­
tained from simulator variables and xH for the regular 
method, and Xy and for the Subchapter S method of in­
come taxation. 
^^Variables Xjf^ and xH^ furnish the necessary data on 
estate settlement costs for regular and Subchapter S runs, 
respectively. 
^®See variables X^j* (regular) and Xy® (Subchapter S). 
^^See simulator variables X^f^ (regular) and x},^ 
(Subchapter S). ^ ^ 
^^See simulator variables x}^^ (regular) and x}^^ 
(Subchapter S). 
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and not impede factor compensation on marginal productivity 
bases, the legal framework should not provide systematic in­
ducement to the decision makers to establish compensation 
levels other than those based upon the marginal value pro­
ductivity of particular inputs. In this analysis, certain 
functions are identified and points thereon derived. Each 
function portrays the effects upon output (the key variables) 
of various levels of input (salaries, dividends, and stock 
transfer). In each case, all input variables except the one 
under study are held at a constant level, while the subject 
input variable increases or decreases over a specified range. 
Salaries In the LP-SM model two levels of compensa­
tion for labor Inputs are analyzed under all possible combi­
nations of high fixed dividends, low fixed dividends, high 
variable dividends, low variable dividends, stock transfer 
by gift and sale, stock transfer by sale alone, and no stock 
transfer. The mean effects of salary levels under given 
dividend and stock transfer assumptions upon selected key 
variables are given in Table 59 for both regular and Sub­
chapter S methods of income taxation. The effects of a low 
salary level for employees c(mpared to a higher level differ 
by key variables. The relevance of these data for corporate 
decision making groups (and for investors contemplating in­
vestment in the firm or for heirs receiving interests in the 
firm) is governed by the weight accorded the key variables in 
the applicable objective function. 
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Shareholder net worth If maximization of aggre­
gate shareholder net worth Is an objective of the decision 
making group (as It might be In a closely-knit group of share­
holders who are related by blood or marriage), then payment 
of compensation to employees at the higher rate Is justified. 
Under every separate dividend level, stock transfer process, 
and method of taxation, aggregate shareholder net worth de­
creases as salaries are reduced. The reduction In net worth 
by lower salaries Is least If the corporation pursues a 
policy of high fixed dividends, stock transfer by gift and 
sale, and elects to be taxed under Subchapter S of the In­
ternal Revenue Code. In that event, low salaries decrease 
aggregate net worth by only one and one-fourth per cent over 
the ten year period. However, If the corporation adheres to 
a policy of high variable dividends, stock transfer by sale 
only, and adopts the regular method of Income taxation, aggre­
gate shareholder net worth declines by five and eight hun­
dredths per cent. In Table 59, the effects of a policy shift 
In salary levels are considered separately for each stock 
transfer process, for each dividend level, and for regular 
and Subchapter S taxation methods. These separate effects 
are obtained from aggregation over all runs Involving the 
characteristic examined. Thus, the effect of stock transfer 
I (stock transfer by gift and sale) Is the average effect of 
a salary level shift attributable to stock transfer I under 
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four dividend levels. Likewise, the effect of the Subchap­
ter S method of taxation is the mean for twenty-four runs 
v^erein salary levels are varied under four dividend levels 
and three stock transfer processes. 
For individual shareholders or prospective shareholders 
53 
as decision makers, if maximization of their net worth over 
time is a component of their objective function, attainment 
of the objective by shifts in salary levels may not be con­
sistent with attainment of the same objective by other share­
holders. The advantages of high or low salary levels vary by 
shareholder. For shareholder one, as a shareholder-employee 
possessing majority ownership of the firm during most of the 
ten-year period, a relatively small but consistent advantage 
exists in promoting a policy of lower salaries to corporate 
employees. The advantage in terms of increase in net worth 
ranges from more than eight per cent under a policy of high 
fixed dividends, no stock transfer, and the regular method 
of tax, down to three-tenths of one perccent for low variable 
dividends, stock transfer by gift and sale, and the regular 
method of tax. For shareholders two and three, as shareholder-
employees owning minority interests in the firm, the payment 
53 Shareholder net worth includes investments in corporate 
stock, investments of debt capital in the firm, rights to de­
ferred compensation funds, and noncorporate investments. Thus, 
corporate net worth is a subset of shareholder net worth. 
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of higher salaries is of utmost importance if maximization 
of their net worth over time is an element in their respec­
tive objective functions. Reduced salaries are accompanied 
by consistent decreases in net worth ranging up to fifty-
eight and eight-tenths per cent. As would be expected, 
shareholders who are not employed by the firm (shareholder 
four) would favor lower salary levels. 
The effects of stock transfer upon shareholder net worth 
under a policy of reduced salaries appears to be substantially 
g r e a t e r  t h a n  t h e  e f f e c t s  o f  v a r i o u s  d i v i d e n d  l e v e l s . S o m e  
difference, however, exists as between shareholders. The 
effects of the regular method of income taxation are greater 
under a policy of lower salaries for every shareholder than 
the effects for the Subchapter S method of taxation. 
It can be concluded that as compensation to labor inputs 
varies downward, shareholder net worth is affected, with the 
magnitude of the impact influenced by the stock transfer 
policy of the firm, the method of taxation, and the dividend 
i-^velr : 
Corporate stock value A policy of paying lower 
salaries to employees would be consistent with an objective 
of maximizing corporate net worth over time, while inconsis­
tent or competitive with the objective of maximizing aggregate 
S^see Table 59. 
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shareholder net worth. However, an objective of maximizing 
corporate stock value is generally consistent with maximiza­
tion of net worth of the majority shareholder and of off-
farm shareholders. 
In this study, stock values rise by a low of nine and 
thirty-six hundredths per cent for salary reductions under 
conditions of high variable dividends, stock transfer by sale, 
and the regular method of taxation, to a high of twenty-three 
and two-thirds per cent under high fixed dividends, no stock 
transfer, and the Subchapter S method of income taxation. The 
effects of differential salary levels upon corporate stock 
value appear to vary to a greater extent by dividend level 
55 than by stock transfer process. The increase in value of 
stock per share is greater under Subchapter S taxation than 
under the regular method. 
Return to fixed factors An objective of maximiz­
ing annual ex post net returns to fixed factors is served by 
a policy of reduced salaries to employees. The increase 
in average returns is relatively small, however^-eangilng——-
from a high of three and forty-seven hundredths per cent 
under high fixed dividends, no stock transfer, and the Sub­
chapter S method of income tax, down to one and sixteen 
hundredths per cent for high variable dividends, stock trans-
S^see Table 59 
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fer by sale, and the regular method of taxation. 
The Subchapter S method of taxation has a consistent 
effect of producing higher net returns to fixed factors by 
an average of one-half of one per cent. Considerable dif­
ference is noted among dividend levels, with the largest in­
crease associated with high fixed dividends followed by low 
fixed dividends, low variable dividends, and high variable 
dividends in that order. Although the differences are rela­
tively small, the effects by stock transfer process are great­
est for no transfer and lowest for transfers of stock by sale 
only. 
Income tax For a firm in which the objective 
function specifies minimization of total income taxes paid 
for the firm and shareholders combined, a policy of increased 
salaries appears to be justifiable. Reduced salaries result 
in a total tax increase (including federal and state income 
taxes) of slightly over eight per cent under conditions of 
high fixed dividends, stock transfer by gift and sale, and 
the Subchapter S method of income taxation; and up to nearly 
sixteen per cent for low fixed dividends, no stock transfer, 
and the Subchapter S method of income taxation. 
The corporate income tax bill for state income taxes, 
federal income taxes, and the combined tax amount, is sharply 
higher under all combinations of dividends and stock transfer 
for lower salary levels. However, for individual income taxes, 
not all shareholders are similarly affected. Under the regu­
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lar method of taxation, total individual income tax is lower 
(as would be expected) from a policy of reduced salaries. The 
lower total individual income tax bill reflects the smaller 
tax amounts paid by shareholders one, two, and three. Share­
holder four pays a greater amount of tax if lower salaries 
are paid. Under the Subchapter S method of income taxation, 
the total individual incane tax bill is uniformly higher under 
a policy of lower salaries. However, the net amount masks 
the sharply lower tax amounts paid by shareholders two and 
three which are more than offset by the higher amounts paid 
by shareholders one and four. 
The differential effects of the four dividend levels, 
the three stock transfer processes, and two methods of taxa­
tion are carried through both individual and corporate taxes. 
If the objective is to minimize taxes and also pursue a policy 
of lower executive salaries, the firm would be well advised 
to elect the Subchapter S method of income taxation. The 
saving in total income taxes would be slightly over one per 
cent. With respect to dividend levels, the smallest increase 
in taxes occurs under high fixed dividends and the largest 
under low variable dividends for the regular method of tax. 
Considerably less variation by dividend level occurs under the 
Subch^ter S method, thus permitting a greater range of c£q>i-
tal compensation under reduced salaries, without adverse tax 
consequences. For stock transfer processes, a policy of no 
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stock transfer produces the greatest Increase In Income tax 
under a low salary schedule. 
Estate costs In the event that death of a 
shareholder Is deemed sufficiently probable during a specific 
decision making period to make minimization of estate settle­
ment costs an element in the objective function, a policy of 
higher salaries would be preferred provided the shareholder 
whose death is the subject of concern is also a majority 
shareholder fe.g., a parent). Higher salaries reduce the 
shareholders' net worth with concomitant reductions of estate 
settlement costs, federal estate taxes, and state inheritance 
taxes, all of which are computationally related to net 
worth.The effect of a policy of reduced salaries is to 
increase estate settlement costs by amounts ranging from 
about two and one-fourth per cent up to slightly over nine 
per cent. 
Table 59 provides the effects of a lower salary level 
upon the key variables in percentage terms based upon the net 
impact of dividend levels, stock transfer processes, and 
taxation elections. In the group of three stock transfer 
processes, the smallest percentage increase in total estate 
costs for the lower salary level comes under stock transfer 
In each case, the property reached by the cost or tax 
is specifically defined by statute and is not necessarily 
coterminous with "net worth." 
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by gift and sale, followed in order of increasing costs by 
stock transfer by sale only, and no stock transfer. The 
net effect of dividend levels varies scMnewhat by method of 
taxation. The regular method of income taxation produces a 
slightly higher total for estate costs than the Subchapter S 
method. 
Conclusions Taking the entire shareholding group 
as a single unit, it would appear that high salary levels 
would be preferred to low salary schedules. Of the key vari­
ables, returns to fixed factors give a contrary indication 
and that by a relatively small amountand estate costs for 
shareholder one show a modest rise. The differential effects 
of the policy upon separate shareholders suggest that conflict 
might arise as individual objective functions are pursued and 
challenge the concept of an aggregate consensus. Controlling 
shareholders may impose the policy results most favorable to 
their objective function; minority shareholders may find such 
a result so repugnant as to create a desire to dissociate from 
the firm.^® 
The motivations for higher (or lower) salaries may operate 
to encourage compensation of labor inputs in amounts other 
^^The opposite indication given by corporate stock values 
is considered here to be subsumed within shareholder net 
worth. 
C O  
See Chapter 11, pages 84 to 88 for discussion of dis­
sension among shareholders. 
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than that consistent with marginal value productivity de­
terminations. Figure 3 portrays graphically the points on 
the curve for two salary levels as Inputs and aggregate 
shareholder net worth as output under conditions of low vari­
able dividends, no stock transfer, and the regular method of 
Income taxation. Figures 4, 5, 6, and 7 depict segments of 
the growth curve under the same conditions but with outputs 
of corporate stock value, return to fixed factors, total in­
come tax bill, and estate settlement costs, respectively. 
Further research is needed to identify additional points 
on each function before conclusions can be drawn as to the 
optimal salary levels under various dividend, stock transfer, 
and taxation assumptions, and for the relevant key variables. 
The resultant data would provide a "growth surface" Once 
the configuration of the growth surface is known, and mar­
ginal value productivities of labor Inputs derived, conclu­
sions can be drawn as to the desirability of altering the 
legal framework to the extent that the growth surface re­
veals conditions conducive to compensating labor on bases 
other than marginal value productivity. At this stage, the 
law may be considered as a dependent variable in a normative 
fashion. 
Consideration of the hypotheses that the corporate form 
facilitates the imputation of product to the factors of pro­
duction, and that the corporate form has a neutral effect upon 
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the payment of product to factors of production on marginal 
value productivity bases^^ is reserved for the conclusion of 
the following section on conqsensating csqpital inputs by divi­
dend declaration. 
Dividends As the form of immediate and direct com­
pensation for equity coital contributions to the firm, 
dividends occupy a position in input compensation similar 
to that of salaries as compensation for labor inputs. One 
key difference, however, is that dividend payments at rates 
less than marginal value productivities would specify are 
^^See Chapter III, page 189. 
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apparently not unusual, and amounts of earnings not so de­
clared and paid as dividends increase stock value. But to 
the extent salary payments are less than the marginal value 
productivity of labor inputs, the resultant increment of un­
paid labor compensation is imputed to capital and inures to 
the benefit of shareholders; employees are not necessarily 
benefitted ^  futuro by accepting salaries at rates less than 
marginal productivity determinations would indicate, as are 
shareholders with respect to dividend declarations. 
The matter of immediate compensation to capital in the 
form of dividends or mediate compensation in the form of 
stock value appreciation has important economic implications. 
Shareholder compensation in the form of stock value apprecia­
tion may be realizable at a future time. Thus, compensation 
in such form is subject to discounting. The discount rate 
may be substantial inasmuch as the date of payment or reali­
zation of compensation is generally accompanied by substantial 
uncertainty. In a corporation in which stock is publicly 
traded, shareholder compensation in the form of appreciation 
in stock value due to retention of corporate earnings may be 
realized at any time by sale of the stock. However, stock in 
closely-held corporations is generally not publicly traded, 
restraints may be placed on alienation of the stock, and only 
minority stock interests with few management rights are 
usually made available for purchase. These factors militate 
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strongly against sale of stock by a shareholder seeking to 
realize previous compensation amounts imputed to corporate 
stock. Sale may be possible, but often at a price less than 
fair market value of the stock as determined by the value of 
underlying assets. As an alternative to sale, shareholders 
generally must await dissolution of the corporation and 
liquidation of its assets before previously imputed capital 
conpensation could be realized.It would appear that the 
mediacy or immediacy of receipt of equity capital compensa­
tion would be of particular importance to prospective in­
vestors in a closely-held corporation, and to nonfarm heirs 
who receive corporate stock as part or all of their testate 
or intestate shares of a decedent shareholder's estate. 
In this inquiry, four positive dividend levels are con­
sidered under conditions of two salary levels, three stock 
transfer processes, and two methods of income taxation. In 
addition, a level of zero dividend declarations is examined. 
The tests made are based upon differences in the key vari­
ables as dividend levels are shifted. The four sets of tests 
thus involve a policy shift from high fixed dividends to low 
fixed dividends, high fixed dividends to high variable 
^^An incentive exists to receive capital compensation in 
the form of appreciation in stock value rather than currently 
as dividends in that compensation received in the form of 
stock value appreciation is eligible for capital gains treat­
ment (long-term if stock is held more than six months) while 
dividends are treated as ordinary income. 
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dividends, and high fixed dividends to low variable divi-
fil dends under various salary and stock transfer assumptions. 
And a policy shift frcm no dividends to high fixed dividends 
is considered under a single set of salary and stock trans­
fer assumptions. The mean effects of the shifts in divi­
dend levels upon the key variables are shown in Table 60 and 
are discussed in the sections following. 
Shareholder net worth Perhaps the most strik­
ing aspect of the various tests made for shifts in dividend 
policy upon shareholder net worth is that associated with 
the method of income taxation. For all runs involving speci­
fied shifts from high fixed dividends to other dividend levels, 
aggregate shareholder net worth shifts by more than five and 
one-fourth per cent under the regular method of income taxa­
tion. Under the same conditions, shareholder net worth 
changes by less than one per cent under the Subchapter S 
method of taxation. 
The largest percentage increase in aggregate shareholder 
net worth occurs with a policy shift from high fixed divi­
dends to low variable dividends under conditions of high 
salary, no stock transfer, and the regular method of incane 
taxation. Under those conditions, aggregate shareholder net 
worth increases by almost eight per cent; this is based upon 
*^See Chapter IV, equations 18a, 18b, 75a, and 75b for 
identifying characteristics of the various dividend levels. 
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aggregate net worth of 499,687.68 dollars under high fixed 
dividends and 539,363.65 dollars for low variable dividends. 
Peak shareholder net worth of 544,662.69 dollars is attained 
under conditions of low variable dividends, high salaries, 
stock transfer by gift and sale, and the Subchapter S method 
of income taxation. 
As shown in Table 60, the average effect of the shift 
frail high fixed dividends (dividends I) to low fixed dividends 
(dividends II) is accompanied by a substantial net worth in­
crease for all shareholders individually as well as for share­
holders in the aggregate. The more than six per cent increase 
in aggregate shareholder net worth attributable to the shift 
in dividend policy under the regular method of income taxa­
tion represents a strong motivation for a policy of smaller 
dividends. General accord would be expected among the share­
holders inasmuch as shareholder one enjoys a net worth in­
crease of more than four per cent, shareholder two over seven 
per cent, shareholder three almost five per cent, and share­
holder four more than six per cent. For the Subchapter S 
method of taxation, aggregate shareholder net worth rises by 
an average of just over one per cent due to the shift from 
a high to a low fixed dividend policy. 
Shifting from a policy of high fixed dividends to high 
variable dividends has, on the average, a beneficent effect 
upon shareholder net worth. An increase of nearly three per 
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cent in aggregate shareholder net worth is registered under 
the regular method of income taxation, with increases of al­
most two to three and one-half per cent for the individual 
shareholders. For the Subchapter S method of taxation, a 
slight rise (about one-fourth of one per cent) in aggregate 
shareholder net worth occurs, with small percentage increases 
posted for shareholders one and two. But for shareholders 
three and four, high variable dividends are less advantageous 
over time than high fixed dividends under Subchapter S taxa­
tion. 
The largest average increase in shareholder net worth, 
as given in Table 60, occurs pursuant to a policy shift from 
high fixed dividends to low variable dividends. For a 
regularly taxed corporation, an increase of more than six and 
one-half per cent in aggregate shareholder net worth is ex­
perienced, with an increase of almost five per cent for 
shareholder one, more than eight per cent for shareholder two, 
over five per cent for shareholder three, and more than six 
and one-half per cent for shareholder four. Average effects 
of such a dividend policy shift under the Subchapter S method 
of income taxation are considerably smaller, ranging up to 
almost three per cent for shareholder three. A conclusion 
that may be drawn frcm the data of Table 60 is that decision 
makers, particularly under the regular method of taxation, 
are motivated to reduce dividend amounts if shareholder net 
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worth is a relevant objective. It would be expected that in­
dividual shareholders would support a policy of lower divi­
dend amounts as shareholder net worth is uniformly increased 
thereby. 
The impact of alternative stock transfer processes (trans-
fer by gift and sale, no stock transfer, and transfer by sale 
only) under dividend policy shifts differs by stock transfer 
process, by shareholder, and by method of taxation. An 
average increase in aggregate shareholder net worth of about 
four and three-fourths per cent for stock transfer by gift and 
sale under regular taxation occurs, which is about one per 
cent less than the net worth increase for no stock transfer. 
Stock transfer by sale only is accompanied on the average, 
for all dividend and salary levels, by an aggregate net worth 
increase of about five and one-third per cent. For Sub­
chapter S runs, the average impact of stock transfer processes 
is small, approximately one per cent. 
For salary levels, the greatest average increase in net 
worth is associated with high salaries. For regular corpo­
rations, high salary levels are associated with an average 
increase in aggregate shareholder net worth of almost six per 
cent compared with just over four and one-half per cent for 
low salaries. À similar relationship, but of substantially 
lesser magnitude, occurs for regularly taxed firms. 
Corporate stock value Dividend levels and pat« 
terns have a profound effect upon corporate stock value. To 
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the extent that total equity capital compensation as deter­
mined on marginal productivity bases Is not paid out In the 
form of current dividends, stock value rises. In addition, 
undercompensation of other factors of production results In 
imputation of a greater share of product to capital as the 
residual claimant In corporate firms, with a concomitant In­
crease In stock value. Likewise, overcompensation of Inputs 
affects corporate stock value In an opposite fashion. In­
flationary or deflationary trends In price levels have an 
appropriate Impact upon stock value which represents a pro­
portionate value of the underlying assets. 
A policy shift from high fixed dividends to low fixed 
dividends produces an average Increase In corporate stock 
value of more than thirty-one per cent under the regular 
method of taxation. Similarly, the shifting from high fixed 
dividends to low variable dividends generates an Increase In 
stock value of more than thirty-four per cent. Â smaller 
Increase, just over thirteen and one-half per cent. Is re­
corded for a policy shift from high fixed dividends to high 
variable dividends. Effects similar in relationship but 
smaller in magnitude are registered in comparable Subchapter 
S runs as shown in Table 60. 
Stock transfer processes appear to have little impact 
upon corporate stock value as dividend levels are varied. 
However, a difference is noted by salary level, with higher 
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salary levels linked with considerably greater stock values 
under both regular and Subchapter S methods of taxation as 
dividends are varied. As an average for all runs involving 
varying dividend levels, substantial differences are identi­
fied with the method of taxation. The regular method of 
taxation is associated with an average percentage change of 
more than twenty-six per cent in stock value, while the aver­
age change attributable to the Subchapter S method of taxa­
tion is less than seventeen per cent. 
Returns to fixed factors Differences in average 
ex post returns to fixed factors as dividend levels and pat­
terns are varied are relatively small. The differences 
associated with stock transfer processes and salary levels 
are small indeed. The effects attributable to dividend 
levels and patterns alone show a greater spread. For a 
policy shift from high to low fixed dividends, returns to 
fixed factors increase by more than four per cent for both 
regular and Subchapter S methods of taxation as fewer funds 
are paid out by the corporation. Comparable increases in 
stock value are noted for the shift from high fixed dividends 
to low variable dividends. However, a lesser impact on re­
turns to fixed factors is produced by a policy shift frcan 
high fixed dividends to high var,iable dividends as shown in 
Table 60. 
Income tax If minimization of individual in­
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come tax is an objective of the decision makers, the choice 
between regular and Subchapter S corporate taxation methods 
is of considerable importance. For all runs involving a 
shift in dividend policy from high fixed dividends, the shift 
is associated with an average aggregate individual income 
62 
tax bill reduction of more than thirty-seven per cent. 
This compares with an average increase of one per cent under 
the Subchapter S method of taxation, v^ich illustrates that 
shifts in capital compensation rates in Subchapter S corpo­
rations are not accompanied by substantial income tax conse­
quences . 
In both regular and Subchapter S corporations, a differ­
ence in total individual income tax liability is noted for 
the specific shifts in dividend policy. A change fron a 
policy of high fixed dividends to low fixed dividends is 
accompanied by a decrease in total aggregate individual in­
come tax liability of more than forty-five per cent for the 
regular method of taxation. The reduction in individual in­
come tax bills extends to all shareholders for both federal 
and state taxes. An even greater reduction in the total 
aggregate income tax levy, over forty-eight per cent, is 
* 
associated with a policy shift from high fixed dividends to 
low variable dividends. A somewhat smaller cut in income 
G^See Table 60. 
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taxes (less than nineteen per cent) Is linked with a shift 
from high fixed dividends to high variable dividends. As 
shown In Table 60, a ceteris paribus shift frcan a corporate 
policy of no dividends to a policy of high fixed dividends, 
results In an Increase In the total Individual Income tax 
bill of more than 238 per cent. 
The corporate Income tax levels (federal and state) under 
the various runs Involving the four dividend declaration plans 
Indicate that as dividend levels change, tax liabilities 
change In the opposite direction. This phenomenon Is appar­
ently attributable to higher corporate Income for runs in-
63 
volving low or zero dividends. With fixed costs largely 
unaffected, corporate taxable income may increase by a 
relatively large percentage, thus generating a higher corpo­
rate income tax bill. For-example, the test involving the 
shift from high fixed dividends to low fixed dividends under 
conditions of high salaries and stock transfer by gift and 
sale produces an Increase of eight and sixty-one hundredths 
per cent in total corporate federal income tax for the ten 
years. This increase in federal income tax accompanying a 
decrease in dividend declarations is directly attributable 
63 
As noted supra, returns to fixed factors average 3 1/4% 
higher for all runs Involving the test of a shift from high 
fixed dividends to other (generally lower) dividend declara­
tion levels. 
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to a concomitant Increase In total corporate taxable income 
from 247,830,33 dollars for the run representing high fixed 
dividends, to 271,863.10 dollars under the assumption of low 
fixed dividends for an increase of nine and seventy hundredths 
64 per cent. The magnitude of increases in total corporate 
inccme taxes for the dividend policy shifts tested thus par­
allel the findings of influence of the dividend shifts upon 
returns to fixed factors as noted in Table 60. The largest 
increase is linked with the policy shift from high fixed 
dividends to low variable dividends. The smallest tax in­
crease is associated with the move from high fixed to high 
variable dividends. 
As the decreases in individual income taxes produced by 
policy shifts from high fixed dividends are matched with in­
creases in tax at the corporation level, the net result for 
the regular method of taxation is a consistent decrease in 
total income tax liability for the firm and shareholders 
combined. The largest tax cut, fifteen and seventy-
hundredths per cent, occurs pursuant to a shift in dividend 
policy from high fixed to low variable dividends under con­
ditions of high salary and no stock transfer. Considering 
^^The actual increase in total federal income tax of 
$7,306.96 for the ten years due to low fixed dividends as 
compared with high fixed dividends thus represents an aver­
age tax rate of 30.4%. 
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the effect over both salary levels and the three stock trans­
fer processes, movement from high fixed to low fixed divi­
dends is accompanied by an average decrease in total income 
taxes of over eleven per cent, that from high fixed to high 
variable dividends by a cut of almost six per cent, and that 
from high fixed to low variable dividends by a decrease of 
more than twelve per cent. 
For Subchapter S corporations, the total income tax ef­
fect of shifts in dividend policy are relatively small, 
generally ninning less than a two per cent increase in tax 
for shifts from high fixed dividend levels. 
These data indicate that the corporate form of firm 
organization under the regular method of income taxation en­
courages minimization of direct, current compensation for 
equity capital inputs. Payments to holders of equity se­
curities in accordance with marginal value productivities 
incur decidedly adverse income tax consequences not only in 
the aggregate but also for individual shareholders. 
The Subchapter S concept of income taxation removes 
the tax obstacles to establishing equity capital compensa­
tion on marginal productivity bases, thus enabling decision 
makers to establish capital compensation rates without the 
need for considering income tax consequences. 
Estate costs Although considerable variance is 
noted in estate settlement costs upon death of shareholder 
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one due to shifts in dividend policy, the average effect in­
dicates that such costs are either reduced or left substan­
tially unchanged as dividend policy shifts frcm high fixed 
dividends. The mean percentage values are given in Table 60. 
Conclusions Except for runs involving the Sub­
chapter S method of incone taxation, the contours of the 
corporate legal framework rest with an uneven hand upon 
equity capital canpensation schedules. Lower dividend 
declaration levels as opposed to higher dividend amounts may 
be preferred by the decision makers if the governing objec­
tive function includes maximization of shareholder net worth, 
max^ization of corporate stock value, minimization of in­
dividual and total income tax liabilities, and, in general, 
minimization of estate costs for simulated death of share­
holder one. 
The differential effects by method of taxation suggest 
that factor compensation amounts can be varied over a sub­
stantial range under Subchapter S taxed corporations. This 
affords considerable latitude to the decision makers in ad­
justing factor compensation in accordance with relevant eco­
nomic criteria without pressure attributable to the legal 
form of organization to increase or decrease specific factor 
remuneration schedules. But with regularly taxed corpora­
tions, the legal framework provides motivation for adjusting 
rates of factor compensation. In general, encouragement is 
provided for small as opposed to large dividend declarations. 
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In light of the probable discounting of capital compensa­
tion in the form of stock value appreciation, it is likely 
that the motivations to minimize current dividend payments 
operate to discourage prospective investors and generate re­
luctance in nonfarm heirs of retaining stock ownership inter­
ests in the corporation. 
Summary of effects upon factor compensation and tests 
of hvpotHises 
It is hypothesized in Chapter III that "the corporate form 
facilitates imputation of product to the factors of produc­
tion on marginal productivity bases.It is also hypothe­
sized in Chapter III that "the corporate form has a neutral 
effect upon payment of product to the factors of production 
on marginal value productivity bases and does not provide 
systematic motivation for lower or higher payments. 
From a theoretical standpoint, the corporation does 
facilitate imputation of product on marginal principles inas­
much as the portion of product remaining after payment of 
capital borrowed, land rented, and labor hired is imputed 
uniformly to equity capital with attribution thereof to equity 
capital owners as the holders of stock possessing identical 
rights to compensation. Notwithstanding the theoretically 
^^See Chapter III, page 189. 
**Ibid. 
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perfect imputation of corporate earnings as among the share­
holders, the corporate form does not guarantee (1) payment 
of compensation to equity capital (or other factors of pro­
duction) on marginal productivity bases after imputation has 
occurred, and (2) adherence to economic criteria in imputing • 
corporate earnings as between input classes. Thus, a corpo­
ration may adopt a salary schedule that results in overccm-
pensation of labor on marginal productivity bases, with 
accanpanying under compensation of equity capital. And even 
after the amount remaining has been imputed to capital, it 
may not actually be paid out to the shareholders. These two 
basic decisions remain with the decision makers. 
Evidence adduced by this study indicates that the extent 
to which decision makers are influenced by the legal frame­
work to/pursue a particular input compensation policy depends 
heavily upon the relevant objective function or functions of 
the decision makers. In general, the legal framework encour­
ages high as opposed to low salaries if the objective function 
includes maximizing aggregate shareholder net worth, maxi­
mizing corporate stock value, minimizing inccnte tax liability 
of the firm and shareholders, and minimizing estate costs for 
67 
simulated death of shareholder one. The legal framework 
provides motivation for policies of low as opposed to high 
*7see Table 59 
435 
dividends if objectives of maximizing shareholder net worth, 
maximizing corporate stock value, minimizing firm and in­
dividual income tax liabilities, and minimizing estate costs 
are important elements in the governing objective function. 
The pressures generated for higher salaries and lower 
dividends are substantially attenuated under the Subchapter 
S method of inccxne taxation. This provides greater latitude 
to the decision makers in establishing factor awards in ac­
cordance with traditional economic theory of resource allo­
cation and product distribution. 
The findings of this study with respect to salary and 
dividend payments demonstrate the possibilities for decision 
making disagreement due to conflicting objective functions 
of individual shareholders. This matter of dissension and 
disagreement is germane to consideration of the primacy of 
competing individual objective functions through corporate 
control and the efforts to construct legal devices to modify 
either the corporate control concept or the management lati­
tude of decision makers whose objectives represent or are 
embodied in the objective function of the firm.^^ 
The hypothesis advanced in Chapter 111 that the corporate 
form serves to attract equity capital investors to the firm 
is tested in this section insofar as evidence is adduced 
^®The tests of hypotheses relating to attainment of ob­
jective functions appear infra. 
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relative to inherent tendencies to minimize payments to 
holders of equity capital. This factor, taken with the 
difficulties faced by a minority shareholder in realizing 
equity capital compensation in the form of appreciation in 
stock value, suggests that absent contractual assurances of 
a fixed or minimum amount of annual equity compensation, in­
vestments in farm corporation equity securities are not 
likely to be fully competitive with alternative invest-
^ 70 
ments. 
Effects of stock transfer processes upon key variables 
It has been observed empirically that one of the major 
reasons for incorporation of farm firms is that the corpo­
rate form facilitates intergeneration property transfer or 
71 
"estate planning." In this inquiry, the structure and com­
bination of computer runs are designed to test the effects 
of alternative stock transfer programs upon the key vari­
ables. Although an almost infinite number of different 
intergeneration property transfer plans could be developed, 
consideration is limited in this study to three basic plans. 
Stock transfer plan I involves stock transfer by shareholder 
one (the parents) to shareholders two and three (sons employed 
^^For additional reasons why nonfarm investors may be 
reluctant to invest in equity securities of a small, closely-
held farm corporation, see Chapter II, pages 119-20. 
^^See Chapter I, page 22. 
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full time by the corporation) by sale at fair market value 
and by gift in alternate years to shareholders two, three, 
72 
and four. Stock transfer II is based upon no transfer 
of stock during the ten-year period after the initial issuance 
of stock by the corporation to the transferors of property. 
Stock transfer III is similar to stock transfer I in that 
stock transfer occurs by sale to shareholders two and three; 
however, gifts of stock are not made under stock transfer III. 
The three stock transfer processes are observed under con­
ditions of four dividend and two salary levels. 
The merits of stock transfer plans may be evaluated by 
the extent to which objectives of the parties to the transfer 
are served thereby. For plans involving transfer by gift, 
the objectives of the donor are entitled to major considera­
tion. If sale of corporate stock is included within the stock 
transfer plan, the objectives of both the vendor and vendee 
deserve attention. In this inquiry, the effects of the various 
runs involving the three stock transfer processes are tested 
by examining the impact thereof upon the key variables. With 
respect to the firm, stock transfer plans are germane to con­
siderations of equity capital accumulation and conserva-
72 See Table 56 for coefficients denoting the amount of 
stock made available by shareholder one for purchase by 
shareholders two and three and the amount of stock trans­
ferred by shareholder one to shareholders two, three, and four 
by gift (compare X^9 with 
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73 tion, capital rationing and the principle of increasing 
risk,^^ amelioration of the economic effects of the family 
75 farm cycle, distribution of risk and uncertainty inter-
76 
sectorally, and facilitation of movement of individuals 
and their capital into and out of the firm in keeping with 
personal life cycles. 
Shareholder net worth For all computer runs involv­
ing observations on performance of stock transfer processes, 
the peak aggregate shareholder net worth for the regular 
method of taxation is recorded under a policy of low variable 
dividends, high salaries, and no stock transfer. The benefi­
cent effect of a no-stock-transfer policy upon aggregate 
shareholder net worth carries through the entire set of com­
puter runs. As an average over all dividend and salary 
levels, aggregate shareholder net worth may be increased 
by three and one-third per cent by abandoning a stock trans­
fer policy involving gift and sale of the stock.The range 
of improvement in aggregate shareholder net worth by adhering 
^^See Chapter II, pages 99-119. 
^^See Chapter II, pages 127-28. 
^^See Chapter II, page 129. 
^^See Chapter II, pages 127-28. 
7^See Table 61. 
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to a policy of no stock transfers rather than a policy of 
stock transfer by gift and sale extends frcxn a low of just 
over two per cent for conditions of high fixed dividends 
and high salary up to a peak of four and sixteen hundredths 
per cent under conditions of low salary and low variable 
dividends. 
Turning to the effects upon aggregate shareholder net 
worth of a shift In stock transfer plans from stock trans­
fer by gift and sale to stock transfer by sale only, for 
comparisons made In this study a drop In shareholder net 
worth Is registered. As an average for all dividend and 
salary levels, the decrease In aggregate net worth Is four-
78 tenths of one per cent. This decrease ranges from a low of 
one-tenth of one per cent for high salaries and low variable 
dividends to eighty-five hundredths of one per cent under 
conditions of high salary and high fixed dividends. Thus, 
for the shareholder family as a unit, consistent Indications 
are given of adverse effects of certain stock transfer plans 
upon aggregate shareholder net worth. If maximization of 
aggregate shareholder net worth is an objective of the de­
cision makers, the best strategy, based upon the findings 
of this study, would be to freeze the existing share owner­
ship pattern upon incorporation. The poorest strategy would 
^®See Table 61 
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be to make stock available for sale to sons associated with 
the firm. 
Apparently, a number of factors interact to provide this 
somewhat unexpected Impact upon shareholder net worth. It 
would be anticipated that transfer of stock to the children 
would result in less total individual incane tax paid as 
dividends declared are taxed to the children as taxpayers who 
pay tax at a lower marginal rate than the parents as trans­
ferors . That this factor has had some impact is evidenced 
by the fact that the smallest percentage increase in aggre­
gate shareholder net worth occurs in moving from stock trans­
fer I to stock transfer II under conditions of high fixed 
dividends, and the largest increase occurs in runs having 
low dividend levels. The income tax saving factor, although 
apparently an element in the differences, does not explain 
the pervasive disadvantage of stock transfer, however. In­
asmuch as both stock transfer I and stock transfer III in­
volve transfer of identical increments of stock by sale at 
fair market value, the tax incidents associated with the 
sale transaction may explain the "cost" of such transfers 
79 in terms of decrease in shareholder family net worth. In 
the simulation phase of the model, the stock is valued each 
^^Transfers of stock by gift are virtually costless in 
the sense that gain is not recognized on the transaction. The 
donee adopts the donor's basis for the property. See Chapter 
II, note 176 and accompanying text. 
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year and gain is computed as the difference between the tax 
80 81 basis and fair market value. It is assumed that the gain 
is eligible for long-term capital gain treatment in the hands 
of the vendor (shareholder one) with the result that one-half 
82 
of the gain is taxable at ordinary income rates. The mag­
nitude of the gain subject to taxation at ordinary incOTie tax 
rates and the gain received by shareholder one which is not 
subject to taxation are given by Table 49. Those figures 
show that shareholder one includes in personal gross income 
amounts ranging from 16,204.77 dollars under conditions of 
high salary level, high fixed dividends, and stock transfer 
by gift and sale, up to 24,392.52 dollars for low salaries, 
low variable dividends, and stock transfer by gift and sale. 
Inasmuch as the amounts of taxable gain are included in the 
vendor-shareholder's income at the highest marginal rate 
applicable for each year, the reduction in aggregate share­
holder net worth attributable to the additional income tax 
paid could total two to three per cent of aggregate share­
holder net worth. Therefore, it would appear that intra-
family sale of stock having a low basis for income tax 
^^Tax basis is computed each year for each shareholder's 
block of stock. See Chapter IV, equations 54 and 112. 
®^See Chapter IV, equations 34 and 93. 
G^See I.R.C. § 1202. 
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83 purposes may be accompanied by a substantial tax cost and 
that the tax cost may not be offset in the aggregate by sav­
ing in income taxes due to income spreading among lower 
bracket taxpayers. 
Stock purchased has a tax basis in the hands of the 
vendee equal to its fair market value. A tax basis equal to 
fair market value is advantageous if the stock is subsequently 
sold or exchanged in a taxable transaction. But if it is not 
(and such transfer is rare in most small, closely-held corpo­
rations) the higher tax basis is of no direct value to the 
vendee. It is noted that corporate stock held until death 
takes as its basis the fair market value as of the date of 
84 death or the alternate valuation date. Thus, once each 
generation the gain, if any, in assets is eliminated. By 
making sales of stock prior to death, to individuals who would 
receive the stock at death, the costs of additional income tax 
liability reduce the advantages associated with the transfer. 
Gifts of stock do not incur additional income tax lia­
bility at the time of transfer. The donee takes the donor's 
85 basis for the stock. Thus, if aggregate income tax saving 
83 Typically, stock in a farm corporation would be expected 
to have a relatively low basis due to the usual advantages of 
a tax-free incorporation and carry over to corporate stock of 
low basis for items of property transferred to the corpora­
tion. See Chapter II, page 159. 
O A  
See Chapter II, note 222 and accompanying text. 
®^See note 79. 
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is an objective of the donor shareholder, gifts of stock 
86 
would have advantages over sales. Gifts of stock may serve 
well some of the objectives of the transferor, but gifts to 
all children do not solve the problem of providing an oppor­
tunity to children closely associated with the firm of build­
ing up an interest in the firm over time at a rate greater 
than that for nonfarm heirs. And stock passing by gift does 
not generally incur an adjustment in tax basis upon death of 
the donor. 
The aggregate effect of stock transfer processes on 
shareholder net worth masks the differential effects upon in­
dividual shareholders. As noted in Table 61, if shareholder 
one were in a position of control such that his objective 
function became that of the firm, and if shareholder one's 
objective function included as an element the maximization 
of his net worth, it would quite clearly be in shareholder 
one's best interest to pursue a policy of no stock transfers 
after incorporation. As an average over all dividend and 
salary levels, and for the regular method of income taxation, 
shareholder one can improve his net worth by more than sixty-
two per cent by abandoning a plan of stock transfer by gift 
and sale of the type posited in this study. The improvement 
®^The relative net worth amounts would, of course, shift 
but the aggregate effect would favor transfer by gift. 
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in net worth would be nearly as great (more than fifty-two 
per cent) if the gift aspect of the stock transfer plan 
were halted. A program of stock transfer by sale alone is, 
therefore, not quite as advantageous to shareholder one as 
retaining the stock. Although each stock sale is ostensibly 
made pursuant to fair market value, relinquishment of stock 
by shareholder one precludes sharing in future firm growth 
to that extent. Under the assumptions of this model, capital 
obtained by shareholder one from the sale of stock and not 
needed for consumption or taxpaying purposes is invested in 
the corporation as debt capital. Therefore, if a transfer 
plan involving gift or sale of stock is instituted by share­
holder one, objectives other than net worth maximization 
must be paramount. 
For shareholders two and three, who are similarly situ­
ated, either stock transfer I or III is highly advantageous 
from the standpoint of increasing shareholder net worth. As 
would be expected, abandonment of a stock transfer plan in­
volving gifts has the greatest impact on their net worth. 
As shown in Table 61, moving from a stock transfer policy 
involving gifts and sale to one involving sale only reduces 
shareholder net worth by seventy to eighty per cent as much 
as moving to a policy of no stock transfer from one involv­
ing gift and sale. The net worth of shareholder four is 
vitally affected by the stock transfer plan pursued. Only 
445 
if the plan involves gifts is positive net worth recorded 
for shareholder four. 
The differential impact of dividend and salary levels 
upon stock transfer effects with respect to shareholder net 
worth is given in Table 61. In general, lower salary and 
dividend levels magnify the effects upon shareholder net 
worth accompanying stock transfer processes due largely to 
higher stock values accompanying such conditions of low factor 
compensation. Thus, larger absolute amounts of capital are in­
volved under the stock transfer plans. 
Under the Subchapter S method of income taxation, the 
effects of the alternative stock transfer plans are similar 
to those for the regular method of income taxation, but of 
87 generally smaller magnitude. For example, whereas aggre­
gate shareholder net worth reflects an average increase of 
slightly less than one and one-half per cent under the regu­
lar method of taxation for all runs involving shifts in stock 
transfer processes, the aggregate effect with respect to Sub­
chapter S corporations is a reduction in net worth of just 
over one and one-half per cent. 
Corporate stock value The analysis of effects of 
stock transfer processes upon corporate stock value appear­
ing in Table 61 indicates that stock value is affected to 
G^ See Table 61 
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only a very minor degree thereby. The evidence suggests 
that an objective of maximizing corporate stock value would be 
largely unaffected by the nature and extent of stock trans­
fers between shareholders or to new shareholders. Moreover, 
differing dividend and salary levels and methods of income 
taxation do not appear to be related significantly to the 
impact of stock transfer processes upon corporate stock value. 
Returns to fixed factors The impact of stock transfer 
processes upon average annual ex post returns to fixed fac­
tors likewise appears to be quite small and unrelated to 
dividend or salary levels or method of income taxation. 
Income tax The major impact of stock transfer pro­
cesses upon shareholder and firm income tax liabilities is 
that associated with individual income tax levies; the 
firm's tax bill is not affected materially. 
The effect upon aggregate total individual income tax-
paying is generally consistent with the analysis supra in 
which the additional income tax liabilities of stock trans­
fer by sale are identified and quantified with respect to 
shareholder one. Thus, for the regular method of income taxa­
tion, the highest total income tax bill, averaged over all 
salary and dividend levels, occurs pursuant to a policy of 
stock transfer by sale only. The lowest aggregate tax bill 
is associated with no stock transfer. A shift from a policy 
of stock transfer by gift and sale to one involving no stock 
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transfer is accompanied by a reduction of more than thir­
teen per cent in total individual incane tax levies. By 
contrast, a shift from a policy of stock transfer by gift 
and sale to a plan involving stock transfer by sale alone 
produces an increase of well over four per cent in aggre­
gate individual income tax liabilities. In the latter case, 
the income tax saving aspects of stock transfer by gift are 
not present to offset to any degree the tax increasing pro­
pensity of stock transfer by sale alone. For shareholder 
one, more than fourteen per cent less state income tax and 
more than sixteen per cent less federal income tax are paid 
if shareholder one abandons a plan of stock transfer by gift 
and sale and adopts a plan of no stock transfer. If only 
the gift portion of the stock transfer plan is abandoned, 
leaving stock transfer by sale alone, shareholder one's 
income tax bill increases almost nine and one-half per cent 
for state income taxes and more than eleven per cent for 
federal taxes. As would be expected, shareholders two, three, 
and four generally pay the least tax under a policy of no 
stock transfer inasmuch as income is less. 
The Subchapter S method of income taxation has a sub­
stantial impact upon individual income tax bills. Compared 
to the individual incone tax results produced by the regular 
method of taxation. Subchapter S taxation creates a differ­
ential effect due principally to three characteristics of 
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the Subchapter S scheme of taxation. Corporate undistributed 
income is taxed to the shareholders on the last day of the 
corporation's taxable year in the proportion in which stock 
88 is held. Thus, the marginal rates of the individual share­
holders in comparison with the marginal corporate income tax 
rate are important. Secondly, in a Subchapter S corporation, 
net long-term capital gains income is passed to the share­
holders to be reported by them as ordinary income after the 
89 
usual fifty per cent deduction. This treatment of capital 
gains, wherein the marginal inccxne tax rates of individual 
shareholders are relevant, is contrasted with the taxation 
of capital gains at a twenty-five per cent rate in the hands 
of a regularly taxed corporation. Moreover, capital gains 
income passing to the shareholders of a regularly taxed corpo­
ration as dividends, salary, or other factor cmnpensation 
loses its tax privileged identity and is taxed as ordinary 
income. Thirdly, corporate undistributed income that is 
taxed to the shareholders but not actually distributed in­
creases the shareholder's stock basis,Therefore, in the 
event of sale of Subchapter S corporation stock, the tax 
basis may be substantially higher than it would have been 
®®See Chapter II, note 291 and accompanying text. 
8*1.R.C. § 1202. 
*®See Chapter II, note 295 and accompanying text. 
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under the regular method of income taxation. The amount of 
gain recognized per share of stock may be substantially less 
under the Subchapter S method of income taxation. These 
factors are reflected in the differential effects of stock 
transfer alternatives upon individual income tax liabilities 
in Table 61. Additional analysis of regular as opposed to 
Subchapter S income taxation methods appears infra. In 
general, under Subchapter S assumptions, the aggregate share­
holder income tax bill increases as shareholder one shifts 
from a policy of stock transfer by gift and sale to no stock 
transfer. The aggregate tax liability increases even more 
as shareholder one shifts to a policy of stock transfer by 
sale only from a plan of stock transfer by gift and sale. 
Thus, if aggregate income tax minimization is an objective 
of the decision makers, stock transfer by gift and sale is 
favored, followed by no stock transfer and stock transfer 
by sale alone in that order. 
Estate costs With the profound impact of stock trans­
fer alternatives upon shareholder one's net worth noted supra, 
it would be expected that an objective of estate settle­
ment cost and tax minimization would be served by a policy 
of stock transfer. Such an objective may in fact be weighted 
heavily enough in the shareholder's objective function to 
prompt formulation and execution of stock transfer plans not­
withstanding adverse inccme tax and shareholder net worth 
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consequences. 
For all separable estate costs — estate settlement 
expenditures, federal estate tax, and state inheritance tax — 
a plan of stock transfer by gift and sale results in the 
greatest reduction. Under the regular method of income taxa­
tion, shifting from a policy of stock transfer by gift and 
sale to a plan of no stock transfer produces an average in­
crease for all dividend and salary levels in total estate 
91 
costs of more than seventy-five per cent. And an increase 
of over sixty-seven per cent accompanies a shift from stock 
transfer by gift and sale to a plan of stock transfer by 
sale only. The largest increase in specific categories of 
estate costs (more than 600 per cent) occurs for state in­
heritance taxes in the move frmn stock transfer by gift and 
sale to a plan of no stock transfer. 
For the Subchapter S method of income taxation, paral­
lel but generally smaller effects are observed for the 
92 programmed shifts in stock transfer policy. 
Conclusions and testing of hypotheses The advisability 
of pursuing a policy of stock transfer either by gift, sale, 
or gift and sale is heavily dependent upon (1) whether the 
effects thereof are considered for the shareholder group 
S^ See Table 61 
S^ See Table 61 
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in the aggregate or whether the effects upon individual 
shareholders are considered, and (2) the contours of the 
relevant objective function and the weights attached to 
specific elements thereof. 
If the maximization of aggregate shareholder net worth 
or the net worth of shareholder one is the governing objec­
tive, a plan of no stock transfer would be considered op­
timal assuming corporate income is subject to the regular 
method of income taxation. Likewise, if aggregate in­
dividual income tax minimization is paramount, a policy of 
no stock transfer is preferred. But if estate tax minimiza­
tion is an important objective of the decision makers, stock 
transfer by gift and sale would be favored followed by a 
plan of stock transfer by sale only. 
For incorporated firms electing to be taxed under Sub­
chapter S of the Internal Revenue Code, the major difference 
would be to favor stock transfer by gift and sale if objec­
tives were aggregate shareholder net worth maximization or 
total individual income tax minimization. 
Planned stock transfer by gift, sale, or gift and sale 
may fulfill objectives that are not quantifiable within 
the scope of this inquiry. Such transfers may be advantageous 
(1) to grant younger shareholders additional ownership se­
curity, (2) to facilitate business planning and continuity 
over time, and (3) to Implement long range corporate stock 
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disposition plans with respect to confinement of stock owner­
ship within specified bounds. 
With respect to testing hypotheses advanced in Chapter 
111, both theoretical and empirical evidence suggests that 
the corporation, in providing an economic method for inter-
generation property transfers, may in fact expedite the 
transfer of farm business ownership interests through the 
medium of passage of corporate stock. In this section, hy-
93 potheses 2(a) and (b) of Chapter 111 relative to minimizing 
income and death taxes through intergeneration property trans­
fers are considered. Hypotheses 2(c) and (d) are examined in 
the following section wherein death of shareholder is simu­
lated in the sixth year of the ten year run. 
Data generated by the runs involving the three basic 
stock transfer plans indicate that to the extent such trans­
fers are by inter vivos gift, income and death taxes may be 
minimized thereby. And federal estate and state inheritance 
and estate taxes may be minimized if a plan of inter vivos 
gifts of stock is pursued. However, if stock is transferred 
to successors by sale, adverse income tax consequences may 
arise and reduce aggregate shareholder net worth. Likewise, 
transfers of stock by sale do not minimize estate settlement 
costs and taxes to the extent stock gifts reduce such costs. 
^^ See Chapter III, page 190. 
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Effects of simulated death of shareholder one upon key vari-
ables 
Two of the major reasons given in empirical studies, in 
response to the question of why particular farm firms in­
corporate, relate to the anticipated legal and economic ef-
94 fects of death of a shareholder upon the firm and its owners. 
The certainty of eventual death and the uncertainty as to the 
time thereof combine to create interest in and concern with 
problems of intergeneration pas^ pge of property, continuation 
of the firm as an economically viable unit over time, and 
conservation of family owned equity capital during the estate 
settlement and property devolution phases of shareholder de­
mise. 
In this study, two groups of tests, each involving two 
methods of income taxation, are conducted in an effort to 
ascertain the effects of simulated death of shareholder one 
upon the key variables. In one set of tests, the effects 
of differential proportions of the decedent shareholder's 
estate passing to the surviving spouse are examined and the 
impact of failure of the spouse's share of the property to 
qualify for the marital deduction is noted. The other group 
of tests relates to the effects of simulated death of share­
holder one at the end of the sixth year of the ten-year period. 
*^ See Chapter I, page 22. 
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Different proportions of estate passing to surviving 
spouse 
Three computer runs are devoted to considering the effects of 
alternative property devolution plans for the passage of 
property included in the decedent shareholder's gross estate. 
The standard run, which serves as the basis for comparison, 
assumes that one-third of the gross estate available for 
95 distribution passes to the surviving spouse in fee simple. 
This assumption is in general accord with the law of intes-
96a tate succession in many states. For all runs, property 
available for distribution and not passing to the surviving 
spouse is divided equally among the surviving children. One 
run assumes that the decedent shareholder, by will, provides 
for passage of his entire estate to the suirviving spouse in 
fee simple. Another run provides for passage of one-half 
of the estate to the surviving spouse which would also re­
quire execution of a will under the facts of the respondent 
family. The third run passes an amount of property to the 
surviving spouse equal to the one-third share, but the 
rights of the spouse to the property are such that the share 
fails to qualify for the marital deduction. 
Table 50 contains the absolute and percentage effects 
*^ By passing to the surviving spouse in fee simple, the 
one-third share is eligible for the marital deduction under 
federal estate tax law. See l.R.C. § 2056(e). 
^^ *See, e.g.. Iowa Code § 636.5 (1962). 
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(based upon the standard run) of the three alternative plans 
for passage of property to the surviving spouse of shareholder 
one. Four key variables are involved in the tests: estate 
settlement costs, federal estate tax, state inheritance tax, 
and total estate costs. As shown in the table, increasing 
the amount of property passing to the surviving spouse frcxn 
one-third to the full amount of the estate decreases total 
estate costs on the death of the first spouse to die. The 
decrease in total estate costs is due to the increase in size 
of the marital deduction from one-third to one-half.The 
increased marital deduction decreases the federal estate tax 
liability by more than seventy-six per cent or more than 
4,000 dollars. The larger amount of property passing to the 
surviving spouse results in an Increase of more than 3,700 
per cent or more than 3,600 dollars in state inheritance tax, 
thus nearly offsetting the saving in federal estate tax. This 
suggests that if the amount passing to the spouse were limited 
to the property that would qualify for the marital deduction, 
the estate costs would be reduced. Such in fact proves to be 
the case in the second set of tests involving passage of 
one-half of the estate to the surviving spouse in fee simple. 
The effects upon the federal estate tax are identical to those 
96bThe marital deduction is limited to one-half of the 
adjusted gross estate. I.R.C. s 2056(c)(1). 
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in runs wherein the entire estate passes to the spouse; 
however, state inheritance tax is substantially less (more 
than 3,000 dollars) with a saving of nearly twenty-five per 
cent in total estate costs compared to the standard run. 
In this case, a properly drafted will could save more than 
3,000 dollars in federal estate and state inheritance taxes. 
In the event that the proportion of property passing to 
the surviving spouse at death fails to qualify for the marital 
' 98 deduction, total estate costs rise sharply. The loss of the 
marital deduction causes an approximate 13,000 dollar increase 
in federal estate taxes over the standard run, and more than 
17,000 dollar increase over the run taking maximum advantage 
of the marital deduction. Total estate costs rise by nearly 
100 per cent. 
Effects of simulated death of shareholder in sixth year 
99 The impact of death of shareholder one at the end of 
97 This inquiry does not consider the estate costs likely 
to be incurred upon the death of the surviving spouse. Such 
costs may influence the decision as to the proportion of the 
estate passing to the surviving spouse. 
98 The share of the surviving spouse might fail to qualify 
for the marital deduction if the spouse were given a life es­
tate in the property by will. I.R.C. § 2056(b)(1). 
99 At all times material to this study, no deaths actually 
occurred among the members of the ownership or shareholding 
group. Therefore, all references to death of shareholders are 
to simulated death. It is recognized that the effects of simu­
lated and actual death may differ due to difficulty of making 
adjustments in management input after simulated death. 
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the sixth year of the ten-year period is considered under two 
basic assumptions. In one run, the death of shareholder one 
is preceded by no stock transfers subsequent to theoretic in­
corporation and issuance of stock to the transferors of proper­
ty. The other run is based upon the assumption that a plan of 
stock transfers by gift and sale precedes death. The results 
of tests comparing the two runs are given in Table 51. 
In the event of simulated death of shareholder one at 
the end of the sixth year without prior property transfers 
or other estate planning, a substantial amount of corporate 
stock passes to nonfarm heirs by inheritance. For the regu­
lar method of income taxation, and assuming the Iowa statu­
tory pattern of property descent and distribution, shareholder 
four comprised of the five nonfarm heirs receives 191,396.29 
dollars worth of corporate stock.This figure represents 
slightly over forty-three per cent of the corporate stock 
outstanding.The surviving spouse would own corporate 
stock valued at 133,977.40 dollars which amounts to 684.99 
shares of stock or thirty and thirty-one hundredths per cent 
of the total. The balance of the stock is owned by share­
holders two (78,370.81 dollars worth or seventeen and seventy-
lOOgee Table 51. 
®^^ The nonfarm heirs would hold 978.58 shares of stock 
valued at $195.59 per share. 
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three hundredths per cent control) and three (38,279.26 dol­
lars worth or eight and sixty-six hundredths per cent control). 
Although no single shareholder could muster majority control, 
a coalition of shareholders might attain majority control. 
Effective working control of the corporation would be in the 
hands of the deceased shareholder one's spouse (the mother 
of other shareholders) absent a coalition. The block of 
stock owned by virtue of inheritance processes by nonfarm - -
shareholders constitutes a substantial control factor. 
This division of stock ownership is likely to be con­
ducive to formation of two shareholder factions in terms of 
common interests and objectives. Shareholders two and three 
holding more than twenty-six per cent of the stock are likely 
to have similar if not identical objective functions. Like­
wise, shareholder four with over forty-three per cent of the 
stock is likely to encompass similar objective functions of 
the five nonfarm heirs and to formulate an objective function 
that is not completely consistent with the objectives of 
shareholders two and three. The balance of power betwen the 
two factions would be held by the spouse of the deceased 
shareholder with more than thirty per cent of the corporate 
stock. 
The stock held by nonfarm heirs represents 191,396.29 
dollars of equity capital retained in the firm that could be 
demanded in liquid form by the nonfarm heirs if it were in a 
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form other than corporate stock. The burden in such case on 
shareholders two and three of purchasing the nonfarm heirs' 
interests to preclude a partition and sale would be sub­
stantial. It might be difficult for the two acquiring share­
holders, holding 116,650.07 dollars worth of equity in the 
firm and having a combined net worth of 122,174.14 dollars, 
to obtain sufficient debt capital to pay 191,396.29 dollars 
to the nonfarm heirs. And any heir desiring to liquidate 
his or her interest held in ccmnon with other heirs upon 
estate settlement could bring an action of partition and 
sale of the property. 
If death of shareholder one is preceded by gifts of stock 
to all children and sale of stock to the sons associated with 
the firm, a somewhat different stock ownership and control 
pattern evolves after shareholder one's death. Immediately 
prior to death, assuming the regular method of income taxa­
tion, the 2,260 shares of outstanding stock valued at 188.35 
dollars per share is distributed such that shareholder one 
has majority control with more than fifty-one per cent of the 
stock. Shareholder two holds just over seventeen per cent 
of the stock and shareholder three owns slightly more than 
sixteen per cent of the outstanding stock. Shareholder four, 
representing the five nonfarm donees, has fifteen per cent 
of the stock. With this pattern of stock ownership and con­
trol, death of shareholder one intestate causes a marked 
shift in decision making power. The spouse of the decedent 
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with just over 390 shares holds more than seventeen per 
cent of the stock. Shareholders two and three own, respec­
tively, twenty-two and twenty-one per cent of the outstand­
ing stock. The balance, just under forty per cent of the 
stock, is held by the components of shareholder four. 
Thus, a plan of inter vivos stock transfer by gift and 
sale may alter the ownership and control pattern of the firm 
and affect the strength of shareholder factions. An opportun­
ity for stock purchase permits shareholders two and three to 
increase their combined ownership by about seventeen percent­
age points, with the combined interests represented by share­
holder four decreasing by about three and one-half percentage 
points. The major reduction in control is felt by the spouse 
of the deceased shareholder whose ownership declines about 
thirteen percentage points due to the plan of inter vivos 
stock transfer. 
Table 51 gives the figures for shareholder net worth 
under the assumptions of death with and without prior stock 
transfer. It is noteworthy that the net worth of shareholders 
two, four, and the spouse of shareholder one is actually less 
following death preceded by stock transfers. And total share-
102 The stock interest of the surviving spouse is attribut­
able partly to ownership of stock in her own right prior to 
death of shareholder one and partly to the statutory share 
passing to the spouse at death. 
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1 ni holder net worth is about 12,000 dollars less. Only share­
holder three shows a gain in shareholder net worth due to a 
plan of inter vivos stock transfer. 
With stock transferred by sale, gain to the vendor is 
recognized for income tax purposes and the vendee takes as 
his basis for the stock the stock transfer price. By con­
trast, gain on stock held until death and included in the de­
ceased shareholder's gross estate is never recognized; the 
stock takes as its basis for tax purposes the fair market 
value as of the date of death or the alternate valuation 
date.^ ®^  Therefore, a substantial advantage exists in post­
poning transfers by sale to potential heirs until death. 
Moreover, transfers by gift result in a carryover of the 
donor's basis to the doneeand subsequent death by the 
donor does not affect the basis of stock previously trans­
ferred by gift unless it is included in the gross estate. 
Table 51 provides data on stock basis before and after death 
103 Table 51 indicates that combined shareholder net worth 
is about 10,000 dollars less before the death of shareholder 
one occurs. This finding is in accord with the results ob­
tained supra in connection with testing the effects of alterna­
tive stock transfer plans. 
lO^ i.R.C. ii 1014, 2031, 2032. 
105 See Chapter II, note 176 and accompanying text. 
®^^ See, e.g.. I.R.C. § 2035 (transfers in contemplation 
of death). See Chapter II, note 209 and accompanying text. 
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under conditions of no stock transfer and of stock transfer 
by gift and sale before death. The differences are a measure 
of the income tax saving associated with death of shareholder 
one in terms of "disappearing gain." If no stock transfers 
take place after incorporation and before death, 279,181.56 
dollars of gain are wiped out at death. However, this tax 
"bonus" is only 165,695.94 dollars if stock had been trans­
ferred by gift and sale prior to death. With respect to the 
spread of 113,485.62 dollars in the two amounts, part of that 
amount is recognized by shareholder one and Income tax is 
paid thereon as stock is transferred by sale. And part of 
the spread is attributable to the lower tax basis accompany­
ing stock transferred by gift. The characteristic of the 
legal framework that "forgives" gain on property held until 
death thus operates to encourage retention of property hav­
ing a fair market value in excess of the tax basis until 
death. Inter vivos transfers of property by gift and sale 
may be accompanied by substantial economic cost in terms of 
differential income tax burdens. Although the importance of 
income tax saving depends upon the relevant objective func­
tion, it may discourage stock transfers and hinder inter-
generation property transfer plans. 
The costs of estate administration are somewhat higher 
under a policy of no stock transfer as would be expected. As 
shown in Table 52, for the regular method of income taxation. 
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total estate costs are almost three times higher if a policy 
of no stock transfers is pursued. The largest item in the 
increase is 14,213.13 dollars in additional federal estate 
tax under a policy of no stock transfer. The added costs of 
estate administration, although substantial, appear to be 
more than offset by the adverse income tax consequences of 
stock transfer by sale prior to death. It would seem that 
a policy of stock transfer by gift alone would accomplish 
savings in estate administration expenses and would not re­
sult in additional income tax liability at the time of trans­
fer. The lower tax basis for stock transferred by gift is a 
matter to be reckoned with upon ultimate sale or exchange of 
the s tock, however. 
Table 52 also contains figures on the amount of nonstock 
property distributable to the spouse and heirs of the deceased 
shareholder. The spouse of the decedent receives a nonstock 
distribution (cash, securities, or other property) in both 
instances due to insurance proceeds from policies on the life 
of the decedent. The children, however, under the assumption 
of no stock transfer, share a deficit of 1,740.09 dollars which 
is a charge against the corporate stock received.If stock 
®^^ The corporation could redeem enough stock from the 
estate of the deceased shareholder to pay federal estate and 
state inheritance taxes, and funeral and administrative ex­
penses without incurring adverse income tax consequences., 
I.R.C. i 303. And the executor could elect to pay the federal 
estate tax in two to ten equal annual installments. I.R.C. 
§ 6166. 
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is transferred by gift and sale before death, a distribution 
of 1,611.08 dollars to each child may be made. This differ­
ence is due principally to the improved cash position of share­
holder one resulting fran sale of stock to shareholder two and 
three. These figures illustrate the problem of estate liquid­
ity, particularly in instances where the major estate asset is 
stock in a closely-held firm and the estate settlement costs 
are substantial. Stock transfer before death not only re­
duces the total estate costs, but also provides liquid capi-
108 tal to the extent that the transfer was by sale. 
The effects of simulated shareholder death under alterna­
tive estate planning assumptions and the Subchapter S method 
of income taxation are given in Table 53. A major difference 
exists between the two tax methods with respect to stock basis 
before and after death. Under the Subchapter S method of in­
come taxation, undistributed corporate earnings upon which 
109 income tax is paid by the shareholders increase stock basis. 
Therefore, Table 53 reveals a substantially higher stock basis 
®^®The two types of stock transfer work in different ways. 
Stock transfer by gift reduces the gross estate and therefore 
the total estate costs but does not otherwise improve estate 
liquidity. Stock transfer by sale, on the other hand, does 
not reduce the gross estate except to the extent (1) it was 
under valued, and (2) appreciation in stock value occurs after 
the transfer. Stock sales do, however, Improve estate liquid­
ity. 
lO^ I.R.C. § 1376. 
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before death under the Subchapter S method of income taxation. 
Accordingly, the "tax bonus" associated with elimination of 
gain at death is materially less under either stock transfer 
assumption. However, this factor cannot be said to favor the 
regular method of income taxation inasmuch as the increase in 
tax basis of stock due to nondistribution of corporate earn­
ings to the shareholders in a Subchapter S corporation does 
not have a cost attached thereto. It is merely a byproduct 
of the method of taxation. One advantage under the Subchap­
ter S method of taxation is the beneficent effect of the 
higher tax basis upon recognition of gain from stock sales. 
Conclusion and testing of hypotheses 
In this section, hypotheses 2(c), 2(d), and 3(b) of Chap­
ter III^ ®^ are considered for testing. In addition, further 
testing of hypotheses 2(a) and 2(b) occurs. 
The concern voiced by incorporators and reported in em­
pirical studies over the effects of death of an owner upon 
family-held firms appears to be well founded. Planning for 
management and ownership succession of the firm may have ad­
vantageous consequences with respect to conserving equity 
capital, reducing costs associated with shareholder death and 
property passage, and channeling corporate control to the de­
sired decision making group. 
^^ ®See pages 190-91 
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If minimization of estate costs is an objective of the 
shareholders as decision makers, adequate estate planning is 
of substantial importance and can reduce equity capital 
erosion at death considerably, particularly if the estate of 
the decedent is of such size as to make marital deduction 
considerations relevant to the estate planning problem. 
The findings of this study pursuant to simulated death 
of shareholder one in year six indicate that the choice of 
stock transfer plan prior to death has a substantial impact 
upon several variables impinging upon corporate ownership 
and operation. The vesting of control among individuals or 
factions of the shareholding group is vitally affected and 
corporate operations may be redirected thereby due to the 
influence of the controlling shareholders' objective func­
tions upon the objectives and policies of the firm. Thus, 
as hypothesized in Chapter III, corporate stock transfer 
plans may provide for passage of stock inter vivos and by 
testamentary disposition to maintain corporate control in 
accordance with long range planning goals inasmuch as corpo­
rate voting stock is the control device for the firm. 
The passage of corporate stock at death to nonfarm 
heirs rather than cash, property in kind, or rights to cash 
or property in kind may facilitate the conservation of equity 
capital of the firm. And the passage of stock by inter 
vivos and testamentary succession accomplishes transfer of 
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the entire business as an economic unit from one generation 
to the next. Under the corporate form, shareholders as 
owners of the firm cannot lay claim to specific corporate 
assets either during life or upon death. Corporate capital 
is theoretically undiminished or otherwise unaffected by 
testamentary passage of stock or inter vivos gift or sale. 
The provision in current law that awards property in­
cluded in the gross estate of a decedent a new basis at death 
or the alternate valuation date equal to the fair market value 
at death (or the valuation for federal estate tax purposes) 
encourages retention of property until death. The encourage­
ment is particularly efficacious if the property is likely 
to be valued at death substantially in excess of its former 
tax basis. This provision discourages transfers both by 
gift and by sale. Transfers to successors are especially 
disadvantaged because of the necessity to recognize gain in 
a sale transaction which is "forgiven" if the property is 
held until death and then transferred to the successor by 
testate or intestate succession. 
Both the costs of administration, including estate 
settlement costs, federal estate tax, and state inheritance 
tax, and estate liquidity for meeting such costs are affected 
by the plan of stock transfer, and are reduced by a plan of 
stock transfer prior to death. 
With respect to the hypothesis that transfers of corpo­
rate stock may be utilized to accomplish objectives of income 
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tax minimization, evidence frcm runs involving death of share­
holder one in the sixth year substantiates the findings of 
the prior section in which the hypothesis was also tested. 
In both cases, aggregate firm and shareholder income tax 
liabilities are not minimized by adhering to a policy of 
stock transfer by sale or by gift and sale as posited herein. 
Effects of Revenue Act of 1964 
Inasmuch as the relevant legal framework for firms, 
viewed prospectively, involves tax consequences materially 
different from those generated under applicable tax law for 
111 year prior to 1964, the effects of the Revenue Act of 1964 
are considered herein under four dividend levels, two salary 
levels, and two methods of income taxation. The runs under 
the 1964 tax act are tested against comparable runs using 
pre-1964 tax law. Table 62 contains the mean percentage 
change in key variables under the 1964 Revenue Act for the 
various comparisons made. 
Shareholder net worth Under the 1964 Revenue Act, 
^^ P^ub. L. No. 88-272, 88th Cong., 2d Sess., 78 Stat. 19. 
The Revenue Act of 1964 reduces individual income tax rates 
from a range of 20 to 91% to a range of 14 to 70% for 1965 and 
thereafter. Corporate rates are reduced from 30 to 22% for 
the normal rate and increased frcxn 22 to 26% for the surtax. 
The Act reduces the dividend received credit to 2% for 1964 
and 0% for 1965 and thereafter. The dividend exclusion is 
increased frcm $50 to $100 per individual or $200 for a 
married couple. Other structural changes are made by the 1964 
legislation but are not germane to this inquiry. 
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shareholder net worth increases under every dividend, salary, 
and tax method combination tested. In the aggregate, for the 
shareholder family as a whole, net worth increases by the 
largest margin (almost six per cent) under a plan of high 
fixed dividends, low salaries, and the regular method of in-
ccme taxation. The lowest aggregate net worth increase noted 
is four and fourteen hundredths per cent under the Subchapter 
S method of income taxation, high salaries, and either high 
fixed dividends or high variable dividends. For all sharehold­
ers and all runs involving the 1964 tax law, slightly larger 
increases in shareholder net worth are recorded for runs un­
der the regular method of incone taxation. The difference 
is about six-tenths of one per cent. The net effect of differ­
ent salary levels reveals that the net worth of shareholders 
in corporations operating under a policy of lower salaries 
increases by a greater percentage. The difference is almost 
one per cent under regular taxation, and more than two-thirds 
of one per cent for Subchapter S runs. The greater impact of 
the 1964 law under situations of lower salary policy is true 
not only for shareholders in the aggregate, but for each 
shareholder individually. With respect to the differential 
impact upon shareholder bet worth attributable to varying 
dividend levels, the data in Table 62 show that the greatest 
percentage increase in aggregate net worth takes place under 
high fixed dividends (almost five and one-half per cent on 
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the average) canpared with low fixed dividends (five and fif­
teen hundredths per cent), low variable dividends (slightly 
over five per cent) and high variable dividends at slightly 
under five per cent. For Subchapter S runs, low fixed divi­
dends produce the greatest increase in net worth (compared 
to other dividend declaration policies) at four and three-
fourths per cent, followed by low variable dividends, high 
variable dividends, and high fixed dividends in that order. 
It is noteworthy that the impact of the Revenue Act on share­
holder net worth under the regular method of income taxation 
is to favor, relative to pre-1964 tax law, low salaries, high 
fixed dividends, and the regular method of taxation, all of 
which are nonoptimum with respect to shareholder net worth 
under prior law. 
Corporate stock value For a regularly taxed corpora­
tion, operating under the assumptions of this study, corporate 
stock value rises by percentage amounts ranging from slightly 
under two and one-half per cent for a policy of high salaries 
and high variable dividends, up to more than six per cent 
for high fixed dividends and low salary. These increases 
are attributable to the 1964 Revenue Act and are based upon 
stock values at the end of the tenth year. The dividend 
policy affects materially the impact of the 1964 legislation. 
Stock value rises by more than five and one-half per cent on 
the average for high fixed dividends and less than three per 
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cent for high variable dividends. Almost a full percentage 
point difference is recorded for differential salary effects 
on stock value, with the difference in favor of low salaries. 
The most striking impact of the 1964 Revenue Act upon Sub­
chapter S runs with respect to stock value is the small but 
consistent decrease attributable to the 1964 legislation. 
The differences occupy a relatively narrow range and do not 
reveal a particularly significant advantage for any dividend-
salary combination. In passing, it is noted that the great­
est decrease in stock value (six-tenths of one per cent) 
occurs under high fixed dividends and high salary, with the 
lowest (eight hundredths of one per cent) arising under low 
fixed dividends and low salary. The marked difference in 
effects of the 1964 Act by methods of taxation may be due in 
large part to the decrease in marginal tax rate for regularly 
taxed corporations from thirty per cent to twenty-two per 
cent of the first 25,000 dollars of corporate taxable in-
112 
come. 
Returns to fixed factors The effects of the Revenue 
Act of 1964 upon net returns to fixed factors (ex post) are 
relatively small, totalling less than one per cent, for both 
regular and Subchapter S runs but with differing sign: regu­
lar runs experience a small increase in net returns ; Subchap-
§ 11, amended by Pub. L. No. 88-272, 88th Cong., 
2d Sess., 78 Stat. 19. 
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ter S runs show a small decrease. 
Income tax The Impact of the 1964 tax act upon in­
dividual and firm income tax liabilities is reflected in 
substantially lower federal individual and corporate inccxne 
tax bills, but with somewhat higher state income tax levies. 
At the corporate level, federal income taxes are reduced by 
approximately fifteen per cent, with the largest percentage 
reduction registered for low salary and high variable divi­
dends (fifteen and eight-tenths per cent). Although differ­
ences are noted for the average effects of the 1964 act 
attributable to dividend and salary levels, the differences 
are quite small. Corporate income taxes imposed by the 
state increase by about five per cent giving a net corporate 
income tax liability shift by fourteen to fifteen per cent. 
Individual income taxes are likewise lower at the 
federal level and higher at the state level. The largest 
consistent decreases are those for shareholders two, three, 
and four. The aggregate shareholder individual income tax 
bill, as given in Table 62, shows a substantial difference 
by dividend levels. The smallest average incone tax cut, 
nine and thirty hundredths per cent, occurs under high vari­
able dividends and the regular method of incone taxation, 
with the largest individual cut (more than sixteen and one-
third per cent) taking place under low fixed dividends and 
likewise under the regular tax method. As an average for 
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all runs, the reduction in individual income tax bills is more 
than two percentage points greater for the Subchapter S method 
of income taxation. 
In comparing total firm and individual income tax bills 
under the 1964 act and under prior law, Subchapter S runs 
show an average tax reduction of almost two per cent more 
than under regular tax method assumptions. Differences 
attributable to salary levels are quite small (on the order 
of two-tenths of one per cent); however, differences trace­
able to dividend declaration levels and patterns exhibit 
greater magnitude, percentagewise, and reveal greater tax 
cuts for the lower dividend levels. Thus, if income tax 
minimization is an objective of the decision makers, one 
effect of the Revenue Act of 1964 may be to favor lower 
dividend declarations to an even greater degree, with the 
result that additional incentives are provided for reduc­
ing actual compensation to equity capital owners. 
Estate costs The average percentage increases in 
estate costs for simulated death of shareholder one are given 
in Table 62. With such costs related to shareholder net 
worth, the shifts in estate settlement, federal estate, and 
state inheritance taxes are generally parallel to those 
associated with shareholder net worth. 
Conclusions and testing of hypotheses Compared to 
pre-1964 tax law, the Revenue Act of 1964 increases share­
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holder net worth for all shareholders, decreases aggregate 
individual income tax and total income tax for the firm, and 
increases estate costs for every salary and dividend varia­
tion, State income taxes are generally higher for both the 
corporation and individual shareholders. 
In Chapter III it is hypothesized that "the Revenue Act 
of 1964, although reducing firm and shareholder income tax 
liabilities, has a neutral effect with respect to methods of 
1 1 o 
taxation." The first part of the hypothesis, that de­
claratory of the effect upon income tax liabilities, is af­
firmed. The latter part of the hypothesis is considered in 
the next section. 
Effects of method of income taxation upon key variables 
The Congressand several states^^^ provide for al­
ternative methods of income taxation for qualifying corporate 
firms.Inasmuch as the choice between regular and Sub­
chapter S methods of taxation may be made by eligible corpo­
rations without an immediate cost at the time of making the 
election,the major considerations impinging upon the de-
^^^See page 191. 
ll^see I.R.C. § 1371-77. 
. Iowa Code § 422.36(5) (1962). 
^^^See Chapter II, pages 142 to 151. 
^^^The election is made by filing specified information 
with the District Director of Internal Revenue. Neither a 
fee nor a charge is levied at the time of election or there­
after. 
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cision to elect Subchapter S taxation or accept the regular 
method of incane taxation upon Incorporation are the effects 
upon specified variables. 
Pre-1964 Income tax law As shown In Table 64, the 
effects of Subchapter S election compared to the regular 
method of Income taxation are substantial and relatively con­
sistent under various dividend and stock transfer conditions, 
in this series of tests and comparisons, attention is spe­
cifically directed to (1) the magnitude of the various ef­
fects, and (2) the likely degree of unanimity by the individ­
ual shareholders with respect to attainment of individually-
held objectives. 
Shareholder net worth If the maximization of 
shareholder net worth is an objective of the decision making 
group. Subchapter S election boosts net worth by an average of 
more than five per cent for all salary, dividend, and stock 
transfer conditions. It is likely that shareholders one, two, 
and three would acquiesce in election to be taxed under Sub­
chapter S of the Internal Revenue Code. Although the average 
effects for these three shareholders vary from over two per 
cent for shareholder three up to more than eighteen per cent 
for shareholder two, the results all favor Subchapter S. 
Shareholder four, on the other hand, would be expected to 
disfavor Subchapter S election, or to express reluctance in 
consenting to the election as a new shareholder, because of 
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the reduction in net worth under Subchapter S as opposed to 
regular income taxation. The decrease in shareholder four's 
net worth exceeds eleven per cent on the average for all runs 
involving stock transfer by gift and sale. This decline in 
net worth is attributable to the income tax levy made on in­
dividual shareholders. It would not be antitipated that share­
holder four's objections to Subchapter S taxation would be 
substantial. Shareholder four's net worth is due to stock 
transfers by gift, and is contingent upon a stock transfer 
plan modifiable and cancellable unilaterally by shareholder 
one. Thus, if Subchapter S taxation accords with shareholder 
one's objective function, acquiescence in the election by the 
donee might be made a condition subsequent to donative trans­
fers. Confronted with that set of facts, the relevant net 
worth comparison for shareholder four may be between stock 
transfer by gift under Subchapter S taxation, and no stock 
transfer. If a serious disagreement were to arise and 
threaten the Subchapter S election which is favorable on an 
aggregate basis, because of the necessity for payment of 
income taxes on corporate undistributed income by nonfarm 
shareholders out of private funds, increases in dividend 
declaration levels would remove that source of dissension. 
Corporate stock value Corporate stock values 
rise by more than eleven per cent under the Subchapter S 
as opposed to the regular method of taxation as indicated 
in Table 64. Although not linked to stock transfer processes 
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or salary levels, the effects upon corporate stock values 
appear to be associated with dividend levels. 
Returns to fixed factors Returns to fixed fac­
tors rise modestly (slightly less than two per cent on the 
average) if Subchapter S taxation is elected. 
Income tax The hallmark of Subchapter S taxa­
tion is the increased income tax burden placed upon individ­
ual shareholders. Table 64 indicates that as an average for 
all salary, stock transfer, and dividend levels, total in­
dividual income tax increases by more than two and one-half 
times upon election to be taxed under Subchapter S. The con­
tributors of equity capital to the firm bear, in proportion 
to their stock ownership interests, the total income tax 
levy on income of the firm. To the extent that corporate 
dividend declarations do not equal or exceed the marginal tax 
increment imposed upon individual shareholders, the payment of 
factor compensation to holders of equity capital is negative. 
From the viewpoint of a prospective nonfarm Investor, the ap­
plication of a discount factor to such an Investment with 
not only uncertainty as to opportunity of receiving factor 
compensation but also the possibility of out-of-pocket pay­
ments to meet current income tax liabilities is likely to 
have a decidedly adverse effect upon the investor. For all 
runs, total firm and shareholder Income liability decreases 
by an average of more than twelve per cent under Subchapter 
S taxation. 
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Estate costs For decision makers having minimi­
zation of estate costs as an objective, the choice of divi­
dend and stock transfer processes bears some weight as to the 
optimum method of taxation. For all runs, under all salary, 
dividend, and stock transfer conditions, total estate costs 
rise by about one and two-thirds per cent under Subch^ter S 
taxation. This increase is in keeping with increases in 
shareholder one's net worth. The largest average increase 
percentagewise (almost eleven per cent) comes in state in­
heritance tax paid. A consistent effect of Subchapter S 
taxation on estate settlement costs appears to be associated 
118 
with dividend levels and with stock transfer processes. 
High fixed and high variable dividends are identified with 
increases in each of the various estate costs; low fixed and 
low variable dividends are linked with decreases in total 
estate costs and each individual component. And, while a 
stock transfer plan involving gift and sale is associated 
with substantial increases in estate settlement costs, plans 
of no stock transfer and of stock transfer by sale alone are 
identified with decreases in estate costs for shareholder one. 
Post-1964 income tax law For many of the key vari-
^^®The effect linked with the two salary levels re 
veals no clear differential impact by salary level. 
479 
ables, the net effect of the Revenue Act of 1964^^^ is to 
attenuate the effects of the Subchapter S method of taxation 
compared with the regular method. Exceptions are noted, 
however. Table 65 gives the mean percentage changes in key 
variables under post-1964 incane tax law. The comparable 
runs under pre-1964 income tax law are summarized in like 
fashion in Table 66. 
Shareholder net worth With respect to shareholder 
net worth, the average aggregate percentage increase under 
post-1964 law of six and seventy-hundredths per cent compares 
with an increase of seven and one-third per cent under prior 
law. The lesser advantage of Subchapter S on net worth due 
to the Revenue Act of 1964 carries over to shareholders two, 
three, and four, with shareholders three and four registering 
a decrease in net worth due to Subchapter S election. Only . 
shareholder one records an increase in net worth based on 
percentage change attributable to the Subchapter S method of 
income taxation. 
Corporate stock values and returns to fixed factors 
Both corporate stock values and ex post returns to fixed 
factors show a relative percentage decrease in Tables 65 and 
66 due to the apparent shift in comparative advantage of 
Subchapter S under post-1964 tax law. Similar patterns with 
^^^For the relevant provisions of the Revenue Act of 1964 
compared to prior tax law see note 111 supra. 
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respect to salary levels and dividend declarations are main­
tained however. 
Income tax For all shareholders as a group, 
post-1964 Subchapter S taxation generates a slightly smaller 
increase in individual income taxes (federal and state). How­
ever, for shareholders one and four the state tax bill under 
Subchapter S rises more under post-1964 law. For federal in­
come taxes, average increases are noted for shareholders two, 
three, and four with shareholder one paying a smaller per­
centage increase due to Subchapter S taxation. For total in­
come taxes paid by the firm and shareholders combined, a 
slightly larger saving is recorded under post-1964 income tax 
law for Subchapter S taxation. The tax bill drops by more 
than nineteen per cent upon Subchapter S election under the 
Revenue Act of 1964 compared with a decline of less than 
eighteen per cent for pre-1964 law. 
Estate costs In keeping with the larger increase 
in shareholder one's net worth, each individual component of 
total estate costs increases by a larger percentage under 
post-1964 tax law. The increase of slightly less than nine 
per cent under pre-1964 tax law attributable to Subchapter S 
taxation rises to fourteen and one-half per cent under the 
Revenue Act of 1964. 
Conclusion and tests of hypotheses It is hypothesized 
in Chapter III that the regular and Subchapter S methods of 
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120 income taxation are substitutable without discernible" effect. 
And the hypothesis is advanced that the Revenue Act of 1964 
has a neutral effect with respect to methods of income taxa-
121 
tion. The findings of this study do not affirm either 
hypothesis. Under the facts and assumptions of this inquiry, 
Subchapter S election is consistent with objectives of aggre­
gate shareholder net worth maximization, maximization of corpo­
rate stock value and returns to fixed factors, and minimization 
of total firm and individual incone taxes. Taxation by the 
regular method is in consonance with objectives of minimizing 
individual shareholder's income tax levies and minimizing total 
estate costs. And the regular method of taxation may be pre­
ferred by shareholder four due to the adverse effect of Sub­
chapter S taxation upon shareholder four's net worth. 
Viewing taxation methods prospectively, under the tax 
law which was altered materially by the Revenue Act of 1964, 
.Subchapter S taxation continues to post an advantage over the 
regular method of taxation under the facts and assumptions 
of this study. The relative advantage of Subchapter S elec­
tion widens with respect to effect on individual and firm 
Income tax levies. However, it narrows with regard to aggre­
gate shareholder net worth, corporate stock values, and re-
^^^See page 191. 
IZ^Ibid. 
482 
turns to fixed factors. 
The value of Subchapter S taxation under the conditions 
of this inquiry is emphasized by the saving in total firm and 
individual income taxes for the ten-year period. As an aver­
age for all runs in this study, the total income tax bill 
under Subchapter S of the Internal Revenue Code is 21,560.06 
dollars (or slightly over fourteen per cent) less than the 
tax bill for the regular method of income taxation. 
Substantial evidence does exist that for a firm operat­
ing under the conditions and assumptions of the respondent 
firm in this study, the election to be taxed under Subchapter 
S of the Internal Revenue Code or the decision to accept the 
regular method of inccme taxation are not choices for which 
the decision makers cam be indifferent provided objectives 
similar or identical to those considered in this study are 
held. Moreover, the Revenue Act of 1964 does not have a 
neutral effect upon the merits of the alternative methods of 
taxation under federal and state law. 
Selected effects of employee status upon key variables 
One of the most dramatic effects of the incorporation 
process is the transformation of sole proprietors or part­
ners as self-employed owners into owner-employees. In this 
phase of the inquiry, attention is directed to three aspects 
of employee status: (1) the impact of an employee's deferred 
compensation plan, (2) the effects of specified fixed cost 
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fringe benefits, and (3) the costs and benefits associated 
with social security taxation and qualification of employees. 
Deferred compensation plan Employees, Including owner-
employees, are eligible to participate in various deferred 
compensation plans established and sponsored by the employ-
122 
er. If approved by the United States Treasury, deferred 
compensation plans are eligible for specific tax privileges. 
Contributions to the plan are tax deductible by the employer 
and not immediately taxable to the employee, earnings frcm 
the fund accumulate tax free, distributions to employees are 
subject to tax v^en actually paid, and payments to beneflcl-
123 
aries may escape federal estate and state inheritance taxes. 
In the simulator portion of the LP-SM model, a profit-sharing 
124 type deferred compensation plan is Included. The plan is 
funded by annual deductions equal to fifteen per cent of 
employee compensation. It is assumed that one-half of the re­
sulting fund is Invested in the sponsoring corporation as 
125 debt capital with adequate security, and the other half is 
122 See generally Harl, Selected Aspects of Employee Status 
in Small Corporations. 13 Kan. L. Rev. 23, 33"Tl964). 
^^^See Harl, supra note 122 at 35-43. 
^^^See Chapter IV, equations 7, 9, 10, and 11. 
125 See Taylor, Principal Advantages and Features of Profit 
Sharing Retirement Plans. 21 U. Pitt. L. Rev. 493. 500"^ 
(I960). : 
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invested in securities outside the sponsoring corporation. 
In all runs except one, the deferred compensation plan 
is included in the simulator. The run in which the plan is 
omitted provides data for evaluating the economic impact of 
the plan over a ten-year period. Table 67 gives the percent­
age change in key variables associated with a shift from a 
deferred conpensation plan (standard run) to no deferred 
compensation plan under both regular and Subchapter S methods 
of income taxation. 
Under either method of income taxation, and with low 
salary levels, the deferred compensation fund is valued at 
24,722.13 dollars at the end of year ten. For runs involv­
ing high salaries, the fund totals 39,178.60 dollars. The 
fund value under low salary levels represents total deductible 
contributions by the corporation of 18,900.00 dollars over the 
ten-year period. For high salary levels, corporate contri­
butions total 29,775.00 dollars. The remainder of the fund 
126 is attributable to tax-free accumulations in the fund. 
The accumulation of almost 25,000 dollars in the defer­
red compensation fund under low salary levels affects the key 
variables in differing degrees. The percentage changes given 
^^^The tax-free earnings are taxed to the employee upon 
distribution at his income tax rate at the time of the distri­
bution. In the event of death of the employee before distri­
bution, no income tax would be due on the payments to bene­
ficiaries. 
485 
in Table 67 assume a shift frcm a deferred compensation plan 
to no deferred compensation plan. Without a plan, the 
corporation, if regularly taxed, pays almost 10,000 dollars 
in additional income taxes for an increase of more than seven 
per cent. Under Subchapter S taxation, the shareholders pay 
8,513.81 dollars more in income tax for the ten-year period 
if a plan is not instituted. And the additional funds in the 
corporation boost stock values by two to three per cent. Re­
turns to fixed factors are only slightly affected. Aggre­
gate shareholder net worth decreases by two to three per cent 
under a policy of no deferred compensation plan, with the 
largest decline in the net worth of shareholders two and three. 
The net worth of shareholder four increases by about two and 
one-half per cent for a shift frcm a plan to no plan, thereby 
suggesting that nonfarm shareholders, who are not employees 
of the corporation, may resist establishment of an employee's 
deferred compensation fund. The anticipated sacrifice of up 
to 3,032.83 dollars in net worth may be sufficient motivation 
to jeopardize a deferred compensation plan if the nonfarm 
shareholder group were to marshal enough control to govern 
corporate decision making through the board of directors. Even 
though shareholder one is a corporate employee, and therefore 
benefits from a deferred compensation plan, he is also the 
holder of a substantial block of stock in the corporation. 
The adverse effect of a deferred compensation plan on corpo­
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rate net worth and stock values considered with positive 
benefits to shareholder one as an employee, indicates that 
shareholder one would be at most a mildly zealous proponent 
of a deferred ccmpensation plan. Estate costs rise by two to 
three per cent if a deferred compensation plan is abandoned, 
notwithstanding a concmnitant increase in the net worth of 
shareholder one. This result is due to the tax law provision 
exempting from the federal estate tax death benefits paid 
under a qualified plan to an employee's beneficiary other than 
127 his estate representative. 
Fixed cost fringe benefits In one computer run, the 
simulator is constituted to provide coverage of owner-
employees with ccmprehensive health and accident insurance 
with major medical provisions and 10,000 dollars of group 
128 term life insurance per shareholder-employee. Comparisons 
with key variable values of the standard run are made in Table 
68. Interest centers primarily upon the actual net cost of 
such benefits and the distribution of the burden thereof upon 
the shareholders and the association with the benefits of 
^^^I.R.C. § 2039(c). Death benefits are also exempt 
fran the state inheritance tax and estate settlement costs. 
1 no 
See Chapter V, note 61 and accompanying text. It is 
assumed that costs associated with extension of fringe bene­
fit coverage to nonowner employees are included in total 
compensation paid pursuant to activities Fog and of the 
linear programming matrix. See Figure 2. 
487 
such fixed cost benefit coverage. 
The cash outlay by the corporation for the assumed 
levels of fringe benefit coverage totals 9,361.84 dollars. 
% 
Although the cost Is based upon group Insurance, allocation 
of costs to each shareholder on the basis of risks and other 
relevant factors produces an amount attributable to shareholder 
one of 4,933.77 dollars while costs for shareholders two and 
three total 2,364.36 dollars and 2,063.71 dollars, respec­
tively. Table 68 reveals the absolute and percentage changes 
In the key variables as the corporation shifts to a plan of 
employee fringe benefits of the type described supra. In the 
aggregate, shareholder net worth declines by slightly more 
than one per cent. The smallest decrease Is felt by share­
holders for whose benefit more than half of the costs are 
Incurred. For shareholder four, who receives no direct bene­
fit from the employee plan, net worth decreases by 1,198.12 
dollars under the Subchapter S method of taxation and 
1,509.34 dollars for the regular method of tax. 
The value of the Income tax deduction to a regularly 
taxed corporation Is 4,248.03 dollars In terms of Income tax 
saved. For Subchapter S taxation, shareholders pay 3,916.25 
dollars less In Income tax under a plan of employee fringe 
^^^See Table 56 for annual values of variable X? at 
level (b). 
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benefits. The net cost to the corporation, therefore, of 
supplying 9,361.84 dollars worth of employee benefits is 
5,113.81 dollars for the regular method of taxation; under 
Subchapter S taxation, the net cost is 5,445.59 dollars. 
It is likely, therefore, that a plan of employee fringe 
benefits would receive the support of shareholder one. Share­
holders two and three would likewise be expected to support 
such a plan. However, it would be anticipated that nonfarm 
shareholders would question a plan of employee fringe bene­
fits on the basis of the adverse effect upon their net worth 
without.offsetting benefits. 
Social security considerations Upon incorporation, the 
pattern of social security tax liability shifts. Both the 
employees and the corporation as the employer are charged 
with the payment of social security taxes. The combined tax 
exceeds the single tax imposed upon self-employed taxpayers. 
The tax rates for employees and employers, and for self-
employed taxpayers for years germane to this inquiry are given 
130 in Table 55. At the low salary level used in this study, 
the social security tax bill for the three shareholder-
employees is 5,490 dollars for both the employee and employer 
shares. The same earnings reported as self-employment in­
come would be subject to a social security tax of 4,119.30 
^^®See Table 56 for values for xH at level (a). 
» 
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dollars. For the high salary levels, no additional tax is 
due inasmuch as the low salary level is set equal to the 
maximum earnings subject to the social security tax. 
The apparent additional cost of 1,370.70 dollars in 
social security tax for the three shareholder-employees dur­
ing the ten-year period is not, however, a net cost attribut­
able to the corporate form of organization. Social security 
taxes paid by a corporation are tax deductible as costs of 
131 doing business, whereas such taxes are not deductible by 
132 
employees or self-employed taxpayers. If a corporation 
pays an employee's share of social security taxes, without 
deducting them frcxn the employee's conpensation, that amount 
is also deductible by the corporation, but it constitutes 
133 
additional compensation to the employees. Assuming only 
that the corporation claims a tax deduction for its own share 
of the social security tax, and that the corporation's mar­
ginal tax rate is thirty per cent, the effective tax thus 
becomes 4,666.30 dollars with a net cost attributable to 
the corporate form of organization of 547.20 dollars. Under 
the regular method of taxation, that figure may be reduced in 
seme cases if the corporation pays the employees' share of 
IS^See I.R.C. g 162(a). 
IS^See I.R.C. 11 164(b), 3502. 
5319, 1942-1 Cum. Bull. 60; I.T. 3154, 1938-1 
Cum. Bull. 113. 
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the tax and claims a deduction for that amount. In a Sub­
chapter S corporation, it generally makes less difference 
whether the corporation pays its half of the tax or the en­
tire amount; the net effect is often the same.^^^ 
The transformation of self-employed individuals into 
employees upon incorporation may also affect eligibility for 
social security benefits. Employee income stabilization is 
a factor that may affect eligibility for benefits and thereby 
offset in part the additional social security tax upon in­
corporation. Social security benefits are reduced to the 
extent that income falls below the current maximum earn­
ings level for social security tax purposes. If self-
employment income varies above and below the maximum earnings 
level (4,800 dollars in 1962), benefits may not be maxi-
135 
mized. Benefits may be reduced if earnings fall below 
the maximum earnings level, and earnings above the maximum 
earnings level do not similarly increase benefits in other 
years. Therefore, the characteristic of employee compensa­
tion that permits a fixed amount to be paid to employees 
annually may enable labor cmnpensation amounts over time to 
The amount of the tax deducted by the corporation off­
sets precisely the amount of additional compensation attributed 
to the employees if the employee group and the shareholder 
group are coincident. 
135 
The statutory drop-out provision removes the disad­
vantage of reporting earnings under the maximum level for five 
years of an individual's earning life. 
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maintain greater stability and less fluctuation above and be-
136 
low the maximum earnings level. In this study, both levels 
of salary equal or exceed the maximum earnings level for social 
security purposes. During the ten years covered by this study, 
the partners reported self-employment income in amounts less 
than the maximum allowable in two of the years. The mean 
annual net earnings from self employment were 4,827.81 dollars 
per partner, which exceeds the highest maximum earnings level 
for the period. However, the mean annual self-employment in­
come for which the partners received credit for purposes of 
social security taxes and benefits was 4,036.25 dollars per 
partner which is lower than the lowest maximum earnings level 
for the period. 
The statutory definition of self-employment income may 
also affect social security benefits differently by legal 
form of organization. Self-employment income essentially is 
income from regular business operations less investment type 
inccme and gains and losses from sale or exchange of capital 
137 
assets or assets used in the trade or business. For ex­
ample, income from the sale of livestock held for draft, 
^^^Salaries paid to corporate employees must be realis­
tic in order to serve as a basis for social security benefits. 
The amount of compensation is subject to review by the Secre­
tary of Health, Education, and Welfare on the grounds of 
reasonableness. 
IS^See I.R.C. § 1402(a). 
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dairy, or breeding purposes cannot be included in self-
employment income. Yet incone from such livestock loses 
its identity when paid to employees in the form of salary 
and becomes liable for social security tax and eligible for 
social security benefits. In this study, net long-term 
capital gains incane averages 5,178.70 dollars annually for 
the ten-year period examined. For actual operations during 
the decade, the partners reported an average of 1,666.41 
dollars in net long-term capital gains income annually. In 
some instances, transformation of capital gains income into 
ordinary income may have a salutary effect upon social se­
curity benefit amounts received. 
Conclusions and tests of hypotheses Three hypotheses 
advanced in Chapter III are relevant to this section of the 
analysis and are tested herein. These hypotheses specify 
that in the transformation of self-employed owners into 
employee-shareholders, additional social security costs are 
incurred, shareholder net worth may be increased if a deferred 
compensation plan is instituted, and specified fixed cost 
fringe benefits may be provided at lower cost than if such 
benefits are purchased by the individual parties. 
The evidence adduced by this study indicates that a 
qualified deferred compensation plan increases aggregate 
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138 
shareholder net worth, decreases total firm and shareholder 
income tax liabilities, and decreases estate costs for the 
estate of shareholder one. At the same time, corporate net 
worth decreases. Because of the tax deductibility of group 
life and health and accident insurance, and the lower rates 
accorded group plans, the net costs of providing such plans 
to corporate employees is substantially less than such bene­
fits could be provided by individual employees for their 
families. The actual cost ranges from fifty-four to about 
fifty-eight per cent of the total cost for providing such 
benefits to shareholder-employees. The additional costs 
for social security taxes, although partly offset by deducti­
bility of the tax and eventual enhancement of benefits due 
139 to greater stability of income to employees, may pose a 
net cost to the incorporators. 
The net costs associated with the transformation of 
self-employed individuals or partners into shareholder-
employees depend upon the extent to which tax-privileged 
employee benefits are used. If full advantage is taken of 
the benefits provided by the legal framework, the transforma-
^^®The beneficent effect on shareholder net worth extends 
only to shareholder-employees. Shareholders not employed by 
the firm experience a decrease in net worth due to the de­
ferred compensation plan. 
139 
As an esqpected right to future incane, enhancement of 
social security benefits is subject to-discounting. 
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tion in status may be accompanied by improvement in share­
holder net worth and other relevant objectives. 
Effects of alternative consumption rates and patterns upon 
key variables 
$ 
Four consumption patterns are considered in the instant 
study. Consumption 1, which is used in the standard run, in­
cludes actual consxlmption data for each shareholder taken 
fron family expenditure records with the modification that 
fifty per cent of the life insurance premiums paid by share-
141 holders two and three is included in consumption. Con­
sumption II is identical to consumption I except that the 
entire amount of life insurance premiums is included in the 
actual consumption figures. Under level III, consumption is 
considered as endogenously determined at the average pro­
pensity to consume out of current income for the ten-year 
It may be hypothesized that as a separate and distinct 
entity separate from its owners and employees, the corporate 
form introduces formality into firm-household transactions and 
relationships, thereby thwarting short-run pressures for in-
creased consumption and encouraging planned—and~buageted con-
sumption in a pattern unrelated to short-run fluctuations of 
firm earnings. To test adequately that hypothesis, a time 
series of consumption data from a sample of comparable corpo­
rate and noncorporate firms would be required. In this in­
quiry, attention is limited to observation of the effects of 
various consumption levels and patterns upon key variables 
within the respondent firm. 
j.Hi.The assumption underlying consumption I is that the 
corporate form would not affect consumption levels except that 
the opportunities for gradual acquisition of equity interests 
in the firm would result in purchase of smaller amounts of 
life insurance by shareholders two and three. 
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period. Consumption IV is likewise endogenously derived but 
at a level of ninety per cent of the ten-year average pro­
pensity to consume.For all tests, consumption I is the 
standard againstwhich other consumption patterns and rates 
are compared. 
As shown in Table 63, consumption at level II compared to 
consumption I affects the net worth of shareholders two and 
three consistently. A decrease of approximately six per cent 
is registered for the two shareholders and their families 
under either method of taxation. The total consumption for 
all shareholders for the ten years is 162,191.36 dollars 
under consumption I and 169,307.74 dollars for consumption 
II. Table 54 gives the consumption amounts for each share­
holder by year. Inasmuch as life insurance premiums of the 
type contemplated in this test are personal expenditures and 
not deductible for income tax purposes, income tax differences 
recorded are slight. And estate settlement costs do not 
appear to vary significantly. 
In comparing consumption I and consumption III, as in-
142 The assumption underlying consumption IV is that given 
the opportunity of shareholders two and three of investing 
funds In excess of that needed for ta3q>aying and consumption 
in corporate equity securities, the two shareholders ana their 
families would consume at a slightly lower level. 
For endogenously determined consumption levels, only 
the regular method of income taxation is tested due to the at­
tribution of all undistributed income to shareholders for the 
Subchapter S method and the consequent inflation of consump­
tion amounts. 
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dlcated in Table 63, shareholder two consumes substantially 
less due to the smaller amounts of current inccxne available 
for consumption.Shareholder three consumes slightly more 
with consumption based on the average propensity to consume 
out of current income. These changes in consumption amounts 
have an appropriate effect upon shareholder net worth as 
shown in Table 63. For shareholder two, a sacrifice of 
23,615.04 dollars in consumption would produce an increase 
in net worth by the end of the tenth year of 27,642.17 dollars 
or more than forty-four per cent. 
In testing consumption IV compared to consumption III, 
the amounts consumed by shareholders two and three are ninety 
per cent of the amounts consumed under consumption III. In 
each case, as shown in Table 63, net worth is higher (more 
than fifty-two per cent higher for shareholder two). The 
total income tax bill does not appear to be changed signifi­
cantly. 
In testing the hypothesis that opportunities for share­
holder substitution of equity investment for consumption or 
other investments result in improved shareholder net worth, 
^^^nder the organizational plan and labor compensation 
arrangements actually followed during the ten-year period, 
withdrawals of funds from the firm by shareholders did not 
accord with the specified income distribution scheme. Of the 
total withdrawals during the period ($188,688.81). shareholder 
one withdrew 39.5%, shareholder two took out 38.5^, and share­
holder three received 22%. 
^*^See Chapter III, page 190. 
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these figures provide an indication of the effects of reduced 
or modified consumption patterns for shareholders and their 
families who have as an objective the acquisition of equity 
ownership interests in the firm. The test of whether such 
consumption and investment preferences actually exist awaits 
additional empirical research. 
Optimum Strategies for Decision Makers 
To the extent that optimality of the legal form of busi­
ness organization is related to relevant objective functions, 
optimum strategies of individual decision makers with respect 
to variations in the legal framework are likewise related to 
a set of specified objectives. It should be emphasized that 
individual decision makers (as shareholders, directors, or 
officers) may have unique and widely differing objective 
functions. The articulated objective function for the firm 
as a whole may mask disparities in individual objectives. 
Although it is recognized that objective functions for 
firms and for individual owners, employees, and managers may 
146 be highly complex and contain numerous elements, considera­
tion is limited herein to seven separate objectives: (1) to 
maximize annual ex post returns to fixed factors; (2) to mini-
^^^See Chapter II, pages 34-37 
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mize income taxes imposed upon the firm ;(3) to minimize 
income taxes levied upon the shareholders;^^® (4) to mini­
mize the income tax liability of the firm and shareholders 
combined; (3) to minimize estate settlement costs and taxes 
for shareholder one; (6) to maximize corporate stock value; 
and (7) to maximize shareholder net worth. 
In the paragraphs following, strategies are evaluated 
with respect to assumed alternative objective functions suit­
able for the firm and shareholders in aggregate. Attention 
is then directed to evaluation of assumed objective functions 
of individual shareholders. In both instances, observations 
are made relative to the "cost" of attaining specific objec­
tives in terms of sacrifices in other objectives. 
Attaining obiectives of the firm and shareholders as & unit 
In this section, it is assumed for purposes of analysis 
that the articulated or unarticulated objective functions of 
the firm and the shareholders are such that separate considera­
tion of the seven objectives listed supra is feasible for the 
firm and shareholders in aggregate. In reality, attainment 
^^^Obviously, the attainment of an objective to minimize 
income taxes would entail driving taxable income to zero, which 
is probably not often contemplated as an objective Influencing 
decision making. In this study, income tax minimization is 
considered in the context and within the limitations of a 
model having as a principal part thereof a linear programming 
device which maximizes annual returns to fixed factors. 
148see ibid. 
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of specified objectives may be orchestrated with not in­
substantial attention given to attaching weights to compet­
ing elements in the objective function. 
Returns to fixed factors If the relevant objective 
function specifies that ex post net returns to fixed factors 
are to be maximized, the optimum strategy Illuminated by this 
inquiry would be the same for regular and Subchapter S corpo­
rations. In either case, the optimum strategy would be the 
149 
so-called standard run of no dividends, low salaries, stock 
transfer by gift and sale, and exogenously determined con­
sumption, with the modification that shareholder number one 
receive a salary conimensurate with assumed half-time effort 
devoted to the firm upon semi-retirement. This strategy, 
pursued in computer run number six, produces an average annual 
ex post net return to fixed factors of 62,435.47 dollars for 
the regular method of income taxation, and 64,253.51 dollars 
1 SO 
under Subchapter S. 
Attainment of the objective of maximizing average annual 
149 
See notes 2 to 8 supra. 
150 
The lowest average return to fixed factors under the 
regular method of income taxation ($57,797.90) is recorded 
for run three based upon high fixed dividends, high salaries, 
stock transfer by gift and sale, and the remainder of the 
standard run assumptions. Under Subchapter S taxation, the 
low average of $58,819.03 is reached under run seventeen in­
volving high variable dividends, high salaries, stock transfer 
by gift and sale, with the remainder of the standard run 
assumptions. 
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ex post returns to fixed factors is not in consonance with all 
other stated objectives. However, under the regular method of 
taxation, the same policies producing maximum average returns 
to fixed factors also result in minimizing the income tax 
bill of the shareholder, minimizing estate settlement costs, 
and maximizing corporate stock value. For these four objec­
tives, the preferred strategy is the modified standard run 
(low salaries, no dividends, stock transfer by gift and sale) 
noted supra. For the remaining three objectives, pursuit of 
the net returns goal alone creates a "cost" in terms of the 
failure to attain those objectives as shown in Table 69. Thus, 
the firm's income tax bill rises by more than sixty-five per 
cent under a policy of net returns maximization while the in­
come tax bill for the firm and shareholders combined increases 
by more than twenty-one per cent and aggregate shareholder net 
worth decreases by over seven per cent. These are the eco­
nomic costs associated with a policy of singular pursuit of a 
net returns maximization objective. 
Under the Subchapter S method of income taxation, dif­
ferent (and generally lower) costs are incurred upon adher­
ence to the net returns objective. Shareholders' income tax 
bills increase an average of over eleven per cent and estate 
settlement costs and taxes are up slightly (less than one per 
cent).^^^ And aggregate shareholder net worth declines by 
^ote that for both of these objectives under the regu­
lar method, no costs are involved under a policy of net re­
turns maximization. 
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slightly more than two per cent. 
Thus, compared to the regular tax method, a singular 
policy of net returns maximization under a Subchapter S 
election results in generally lower costs (on a percentage 
basis) with respect to alternate policies as well as a dif­
ferent pattern of costs. 
Income tax bill of the firm Pursuit of the objective 
of minimizing the total state and federal income tax liabil-
152 ity of the firm results in a total tax bill for the ten-
153 
year period of 89,004.24 dollars. The strategy giving 
rise to the minimum income tax bill for the firm encompasses 
high fixed dividends, high salary, stock transfer by gift 
and sale, and the remainder of the standard run assumptions. 
Attainment of the objective of minimizing the firm's 
taxes is not in accord with any other objective as shown in 
Table 69. Net returns to fixed factors are recorded at their 
lowest point (down nearly seven and one-half per cent) and 
the total incone tax bill of the shareholders rises by well 
over three hundred per cent. At the same time, the com­
bined income tax bill for the firm and shareholders is up by 
152 
Only the regular method of taxation is considered here 
inasmuch as Subchapter S corporations are not taxpayers._ 
I C O  
The strategy producing the lowest federal income tax 
bill also gives the lowest state income tax liability as well. 
The highest combined federal and state tax levy is $147,164.81 
under run six, the same run generating the highest regular and 
Subchapter S net returns to fixed factors noted supra. 
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more than nineteen per cent, corporate stock value decreases 
by almost forty-one per cent, and shareholder net worth de­
clines by over nine per cent. The magnitude of the economic 
costs associated with the competing objectives calls into 
question an avowed policy of income tax minimization of the 
firm under the circumstances and assumptions of this study. 
Income tax bill of the shareholders Adherence to 
corporate policies that result in minimization of the total 
federal and state income tax liability of the shareholders as 
a unit reduces the individual levy to 16,576.39 dollars for 
the entire ten-year period under the regular method of income 
taxation.This minimum figure stems from the assumptions 
of run six — no dividends, stock transfer by gift and sale, 
and a modified policy of low salaries.For Subchapter S 
runs, a policy of high fixed dividends, high salary, and 
stock transfer by gift and sale create a total shareholder in­
come tax liability of 123,695.44 dollars.By comparison, 
^^^The policies producing the lowest total income tax bill 
also result in the lowest state and federal levies as well. 
155 See note 149 supra and accompanying text. The highest 
income tax bill for all shareholders combined is $75,915.88 
under a policy of high fixed dividends, high salary, stock 
transfer by sale only, with the remainder of the standard run 
assumptions. 
^^^This result is achieved under computer run three which 
produces also the lowest net returns to fixed factors under 
the regular method of income taxation and the lowest income 
tax liability for the firm. 
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the largest total shareholder inccme tax bill (154,406.97 
dollars) stems frcsn a policy of low fixed dividends, low 
salary, and no stock transfer. 
Pursuit of shareholder inccme tax minimization under the 
regular method of taxation is in accord with objectives of 
maximizing returns to fixed factors, minimizing estate set­
tlement costs and taxes, and maximizing corporate stock values. 
However, a policy of minimizing shareholder income tax lia­
bility engenders an economic cost of over sixty-five per cent 
more income tax at the firm level, more than twenty-one and 
one-half per cent additional income taxes for the firm and 
shareholders combined, and a decrease in shareholder net 
worth in excess of seven per cent. 
For Subchapter S runs, not only does an objective of 
minimizing shareholder income taxes involve substantially 
larger absolute amounts of tax, but also a different pattern 
of accompanying economic costs. Net returns to fixed factors 
are down almost eight per cent, estate settlement costs rise 
by nearly seventeen per cent, corporate stock value drops by 
more than forty per cent, and shareholder net worth decreases 
157 
more than two per cent. 
Income tax bill of the firm and shareholders combined 
If an objective of the decision makers is to minimize the in-
IS^See Table 69. 
504 
come tax liability of the firm and shareholders combined, a 
policy of low variable dividends, high salaries, and no 
stock transfers would be appropriate. The tax bill under 
those conditions totals 134,570.61 dollars under the regular 
158 
method of taxation compared to a peak of 180,123.51 dol­
lars under a policy of high fixed dividends, low salaries, 
and stock transfers by sale only. 
The objective of income tax minimization for the firm 
and shareholders combined is conpetitive with all other ob­
jectives except maximization of shareholder net worth. As 
shown in Table 69, returns to fixed factors decline by an 
average of nearly three per cent, the income tax bill of the 
firm increases by more than ten per cent, and the share-
holders' income tax liability rises by 120.39 per cent. 
At the same time, estate settlement costs are up more than 
eighty-two per cent and corporate stock value drops by almost 
eighteen per cent. 
Estate settlement costs and taxes The difference be­
tween maximum and minimum amounts of estate settlement costs, 
on a percentage basis, exceeds that of all other primary ob­
jectives. Under a policy of low variable dividends, low 
1 Sft 
Only the regular method of tax is tested in this set 
inasmuch as Subchapter S corporations are not taxpayers. 
^^^Thus, the minimization of income tax liability of the 
firm and shareholders combined occurs at a point other than 
the minimum point of either component. 
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salaries, and no stock transfer, estate settlement costs and 
taxes for shareholder one average 26,025.25 dollars for the 
regular method of income taxation. This figure is reduced 
to 13,358.68 dollars for computer run six which is the 
standard run modified slightly for salary payment to share­
holder one.^^^ The comparable high and low figures under 
Subchapter S taxation are 13,583.31 dollars (for standard 
run modified by variables representing post-1952 legal 
changes) and 27,528.68 dollars for a policy of high variable 
dividends, low salaries, and no stock transfer. 
Pursuit of the objective of estate cost minimization in­
volving a regularly taxed corporation incurs economic costs 
that are identical to those for maximizing returns to fixed 
factors and for minimizing the income tax liability of 
161 
shareholders. For Subchapter S corporations, a differ­
ent pattern of costs develops. Net returns to fixed factors 
are off slightly (less than one per cent), shareholders' 
income tax liability rises by six and one-half per cent, 
corporate stock value drops by nearly five per cent, and 
shareholder net worth declines by about four per cent. 
Corporate stock value As a proxy for corporate net 
worth, corporate stock value fluctuates substantially under 
^^®See note 149 supra and accanpanying text. 
IG^See Table 69. 
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the various assumptions in this inquiry. The single class 
of stock in regularly taxed corporations with an initial 
value of 100 dollars rises to a value of 224.09 dollars under 
the standard run modified for salary payment to shareholder 
162 
one (run six). The smallest increase in stock value 
(132.62 dollars) occurs with a policy of high fixed dividends, 
low salaries, and stock transfers by gift and sale (run three). 
The same respective policies produce the highest (260.53 dol­
lars) and lowest (155.12 dollars) stock values for Subchapter 
S corporations. 
The economic costs under the regular method of taxation 
acccxnpanying singular pursuit of the objective of maximiz­
ing corporate stock value are identical to those for maximiz­
ing returns to fixed factors, minimizing the income tax lia­
bility of the shareholders, and minimizing estate settlement 
costs and taxes.For the Subchapter S method of taxation, 
the economic costs are the same as for maximizing returns to 
fixed factors; the objectives are noncompetitive. 
Shareholder net worth Although variations in share­
holder net worth are confined within a relatively narrow per­
centage range (less than fifteen per cent of the highest 
value), the differences range up to 70,000 dollars for all 
^^^See note 149 supra and accompanying text. 
IG^See Table 69. 
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shareholders combined. For a policy of low variable divi­
dends, high salaries, and no stock transfers, a high of 
539,363.65 dollars in aggregate shareholder net worth is 
recorded for the regular method of taxation. The low figure 
of 468,969.65 dollars is registered under a policy of high 
fixed dividends, low salary, and stock transfer by sale only. 
The high figure under Subchapter S of 544,662.69 dollars is 
attained under low variable dividends, high salaries, and 
stock transfers by gift and sale; the low figure of 
510,747.98 dollars is reached under high variable dividends, 
low salaries, and stock transfer by sale only. 
The econmnic costs in terms of effects on ccxnpeting ob­
jectives is the same under the regular method of taxation for 
shareholder net worth maximization as for minimizing the firm-
shareholder income tax bill, supra. Subchapter S corporations 
face a decline of nearly four per cent in returns to fixed 
factors, a rise of about five and one-half per cent in estate 
settlement costs and taxes, and a decline of more than twenty-
two per cent in corporate stock value. 
Conclusions and testing of hypotheses In Chapter III, 
the hypothesis is advanced that "The corporate form provides 
an organizational framework for the promulgation of a singular 
164 
objective function for the firm for decision making purposes." 
^^^See Chapter III, page 191. 
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The nature of the corporate form of organization with 
specifically constituted groups for management purposes 
(officers, directors, and shareholders) operating generally 
by majority rule is such that the generation of a single 
objective function for the firm would be anticipated. In 
this section, a working hypothesis is tested relative to 
whether attainment of the objective function of the firm is 
Independent of choices involving the structural parameters 
1 
of the organizational form. Evidence obtained from this 
study indicates that for many possible objectives, specific 
combinations of structural parameters are necessary to pro­
duce the desired maximum or minimum level as the case may be. 
The manipulation of structural parameters such as salary 
rates, dividend declaration policies, methods of taxation, 
and stock ownership patterns affects attainment of specified 
firm objectives. 
It câi be concluded that the attainment of some objec­
tives is highly competitive with others. In a few Instances, 
objectives are in consonance and a single strategy can serve 
plural ends. Upon the attachment of weights to the various 
elements of the relevant objective function governing firm 
policy, the net effect of that objective function can be 
evaluated and, perhaps, a unique optimum position achieved. 
IGSgee id. at 191-92. 
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Attaining objectives of the individual shareholders 
It is probably not unrealistic to assume that the ob­
jective functions of individual shareholders, even in small, 
closely-held, family-owned firms, are related more to policy 
effects upon that individual shareholder than upon the firm 
as a whole or upon shareholders in aggregate. Therefore, 
attention is directed in the paragraphs following to the 
166 degree of competition between objectives of shareholders. 
The impact of firm or aggregate shareholder objective func­
tions upon individual shareholders is first examined. At­
tention is then directed to the effects upon aggregate objec­
tives if individual shareholders were in a position of control 
such that their individual objective functions could be im­
posed upon the firm and all shareholders. 
Impact of firm's objective function upon individual 
sharehoTHers 
One source of management conflict within a closely-held 
corporation is the failure of the firm's objectives to coin­
cide precisely with the objectives of the individual share­
holders. To the extent that shareholders' objectives are not 
a subset of the firm's objectives, a source of possible de-
^^^As a review of the shareholding structure in this study, 
shareholder one is the parents in a family-owned firm, share­
holders two and three denote the sons who are associated with 
the firm on a full-time basis, and shareholder four represents 
the other children who are pursuing off-farm vocations. 
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cision making conflict is identified. In this study, of the 
seven objectives considered, two are directly applicable to 
individual shareholders. Objective three, minimization of 
income tax liability of shareholders, and objective seven, 
relating to maximization of shareholder net worth, are ex­
pressed in terms of individual shareholders as well as for 
all shareholders in aggregate. 
Table 70 provides the percentage changes of these two 
objectives, with respect to each individual shareholder, with 
the changes expressed as a per cent of the results of the 
optimum strategy or policy for each shareholder. Thus, under 
the regular method of taxation, the optimum strategy for the 
firm, if the objective is to maximize net returns to fixed 
factors, is to adhere to the assumptions of run six (no 
dividends, low modified salary,and stock transfer by 
gift and sale). Table 70 reveals that such a policy is in 
complete accord with an objective of income tax minimization 
held by each shareholder individually. In this instance, the 
corporate policy would not engender conflict in management due 
to the impact of the policy upon shareholders' income tax 
payments. However, the same statement cannot be made with 
respect to corporate net worth as objective seven. À corpo­
rate policy of maximizing net returns to fixed factors would 
^^^See note 149 supra and accompanying text. 
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result in a reduction in net worth of shareholders one, two, 
and three compared with attainable net worth positions for 
the shareholders. For shareholder one, a maximum net worth 
of 471,514,77 dollars is attainable under a policy of low 
variable dividends, low salaries, and no stock transfer. If 
the corporation follows run six in maximizing returns to fixed 
factors, shareholder one's net worth is almost forty-five per 
cent less than the maximum attainable. Likewise, the net 
worth of shareholder two drops by more than seventeen and 
one-half per cent and that of shareholder three by twenty-two 
and three-fourth's per cent. The corporate objective is in 
accord with maximum net worth for shareholder four. It 
should be noted that the same impact on shareholders as that 
caused by corporate maximization of returns to fixed factors 
occurs if the corporate objective is minimizing the income 
tax bill of the shareholders, minimizing estate settlement 
costs for shareholder one, and maximizing corporate stock 
value. If any of these firm objectives governs corporate 
policy, shareholders one, two, and three cannot attain maxi­
mum shareholder net worth. 
In a similar fashion, pursuit of the objective of mini­
mizing the incrane tax liability of the firm (under the regu­
lar method of taxation) precludes attainment of shareholder 
objectives of individual income tax minimization and maximiza­
tion of shareholder net worth. And corporate policies of 
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minimizing income tax liability of the firm and shareholders 
combined and of maximizing shareholder net worth likewise 
impinge upon attainment of individual objectives with respect 
to individual income tax and shareholder net worth. 
For corporations operating under a Subchapter S election, 
similar conflicts in attainment of objectives are noted in 
Table 70. In no case does attainment of a firm objective co­
incide with that of shareholders. In several instances, it 
would appear that less conflict would arise between share­
holders under the Subchapter S method of taxation as compared 
with the regular method. However, in a few cases the con­
flict might conceivably be greater. 
Impact of individual shareholders' objective functions 
upon the firm 
If policy making were placed in the hands of individual share­
holders in turn, with sole control of corporate strategy, 
substantially different policies would likely evolve. Table 
71 gives the results of the most optimum and least optimum 
results of the two relevant shareholder objectives, and also 
the percentage change of corporate objectives from their 
optimum if corporate policy were shareholder-oriented. Thus, 
for a corporation under the regular method of incmne taxation, 
adherence to a policy that would minimize shareholder one's 
income taxes (objective three) would mean, at the corporate 
level, over sixty-five per cent more income taxes imposed 
upon the firm, over twenty-one per cent more income taxes 
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paid by the firm and shareholders combined, and more than 
seven per cent less aggregate shareholder net worth. In­
terestingly enough, placing policy making in the hands of 
shareholders two and three would have the same result. The 
common policy acceptable to the shareholders as a whole for 
attainment of this objective is run six, the standard run of 
no dividends, low modified salaries, and stock transfer by 
gift and sale. In this case, if agreement is reached to in­
clude inccxne tax saving in the relevant objective function, 
disagreement should not arise between shareholders as to the 
appropriate policy for achieving the objective. 
Under the Subchapter S method of taxation, shareholder 
acquiescense in corporate policy or in policy formulated by 
another shareholder would not be expected except for share­
holders two and three whose interests merge with respect to 
minimizing shareholder income tax liability. Shareholder 
one would be expected to pursue a policy of low variable 
dividends, high salary, and stock transfer by gift and sale 
to minimize his income tepc bill. Shareholders two and three 
would prefer a policy of high variable dividends, low salary, 
and no stock transfer if income tax minimization were their 
objective. From the standpoint of the firm as a whole, a 
policy of high fixed dividends, high salary, and stock trans­
fer by gift and sale results in a minimum tax bill for share­
holders. 
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It would not be likely for individual shareholders to 
pursue an objective of income tax minimization without some 
concern over the impact of such a policy upon shareholder 
net worth. Therefore, an assessment of the ramifications of 
adhering to the net worth maximization objective of the in­
dividual shareholders appears in Table 71. Under the regular 
method of taxation, maximization of aggregate shareholder net 
worth would require a policy of low variable dividends, high 
salaries, and no stock transfers. But if policy making were 
in the hands of shareholder one, who likewise held net worth 
maximization as an objective, the applicable policy would in­
clude low variable dividends, low salaries, and no stock 
transfer. For shareholders two and three as decision makers, 
a policy of low variable dividends, high salary, and stock 
transfer by gift and sale would be followed. Shareholder four 
would prefer the assumptions of run six — the standard run 
of no dividends, low modified salaries, and stock transfer 
by gift and sale. Thus, there is no general agreement among 
the shareholders as to dividend declaration policy, salary 
level, or stock transfer process. 
For a Subchapter S corporation, shareholders one, two, 
and four would follow the same policies as under the regular 
method of taxation to maximize their own net worth, but share­
holder three would turn to a policy of low fixed dividends, 
high salary, and stock transfer by gift and sale. 
% 
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In all Instances, Table 71 gives the impact of individ­
ual shareholder policies upon attainment of the firm or aggre­
gate shareholder objective functions. 
Conclusions and testing of hypotheses In conclusion, 
it would appear that ample evidence exists of potential disa­
greement and dissension among shareholders in this closely-
held corporation with respect to certain elements of corpo­
rate policy. With such interests vested at the shareholder 
level, it is indeed likely that the disagreement would appear 
also at the board of director level where corporate salary, 
dividend, and tax election policies are formulated. Although 
possibilities of shareholder or director deadlock are pos-
168 
sible, resolution of differences among shareholders or 
directors by majority or other specified vote is contemplated 
under the corporate form. Thus, majority or controlling 
shareholders may, within fiducial limits, impose their in­
dividual objective functions upon the firm and other share­
holders provided such latitude is not circumscribed in the 
articles of incorporation, bylaws, or separate shareholders' 
agreement. 
One hypothesis advanced in Chapter III is that charac­
teristics of the corporate form serve to attract nonfarm equity 
capital to the corporation by investment.In a partial test 
^^®See Chapter II, page 85. 
^^^See Chapter III, page 190 
516 
of that hypothesis in this inquiry, evidence is obtained 
indicating that nonfarm investors may be reluctant to pur­
chase a minority interest in the firm due to conflict of 
170 
objectives. Findings of this study indicate that non-
farm shareholders are likely to be motivated to adopt an 
objective function with respect to corporate management and 
decision making different from the objective function of 
shareholder-employees. Policy making is in the hands of in­
dividuals whose objectives suggest decision courses which 
are nonoptimum for nonfarm minority shareholders. With only 
limited management rights as a minority shareholder with 
respect to corporate policy making, and with restrictions 
frequently imposed on sale or transfer of corporate stock, 
prospective minority shareholders may accept subordination to 
majority shareholder policy making or may insist upon safe­
guards in management rights and marketability of stock as 
conditions precedent to joining the corporate firm.^^^ With­
out formal assurance of rights in management, rights to current 
income, or rights to realize appreciation in stock value (as 
^^^Additional reasons why, nonfarm investors would be re­
luctant to invest in a small, closely-held farm corporation 
are given in Chapter II, pages 119-120 and pages 419-21 of 
this chapter. 
171 
For a brief discussion of alternative means available 
to minority shareholders of increasing management rights and 
insuring marketability of stock in the event of serious dis­
agreement with policy makers, see Chapter II, pages 85-88. 
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deferred factor compensation) by sale of stock at fair mar­
ket value, prospective investors as potential minority share­
holders may be unwilling to invest equity capital in a 
closely-held corporate firm. To a considerable extent, the 
legal framework sanctions departures fron the traditional 
dispute-resolving mechanisms accompanying the corporate form. 
With respect to hypotheses advanced in Chapter III rela­
tive to attainment of objective functions, evidence adduced 
by this inquiry indicates that the attainment of a closely-
held firm's objectives is not necessarily accompanied by 
attainment of the objectives of the individual shareholders. 
And adherence to a shareholders' objective function may not 
ccmport with those of the firm or the other shareholders. 
Thus, divergent views are likely to arise and test the dispute-
resolving capacity of the legal framework particularly after 
death of the majority shareholder and passage of stock by 
testate or intestate succession to off-farm and on-farm heirs. 
This study also indicates that choices involving structural 
parameters of the organizational form (method of taxation, 
dividend pattern and level, and salary level) affect the 
attainment of stated objectives of the individual sharehold­
ers . 
Summary and Recommendations for Further 
Research and Legal Change 
The LP-SM model, constructed for testing selected com­
ponents of the legal and institutional framework for economic 
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performance, integrates aspects of production and of the 
relevant legal system within which corporate firms operate. 
The findings and conclusions of the empirical phase of this 
inquiry, based upon data generated by the LP-SM model, appear 
in preceding sections. In the following paragraphs, atten­
tion is directed to the degree of success achieved in hy­
pothesis testing, to areas wherein additional research is 
necessary before a complete evaluation can be made of the 
alternative organizational forms for farm firms, and to areas 
wherein change in applicable law is indicated. 
Evaluation of hypothesis testing 
The hypotheses advanced in Chapter III, which have served 
as directors of inquiry in this study, are tested herein with 
varying degrees of success. In some cases, hypotheses were 
tested in a relatively complete manner. For others, further 
testing in future research is warranted. And in some 
instances, hypotheses were not adèquately tested. 
With respect to hypothesis 1(a), relating to facilitation 
of imputation of product to the factors of production, a test 
was not performed herein beyond the theoretical discussion 
supporting the hypothesis. Specific testing of that hypoth­
esis in future research comparing alternative legal forms of 
organization is suggested. The related hypothesis, that the 
corporate form has a neutral effect upon payment of product 
to the factors of production on marginal value productivity 
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bases, is tested herein with respect to discrete points on 
factor compensation scales. In future research, varying 
factor compensation rates to labor and capital inputs would 
permit identification of additional points on the various 
input-output functions described supra. which would be 
necessary in tracing the contours of the legal "surface" 
impinging upon income distribution by firms among factors of 
production. 
The second major hypothesis, pertaining to intergenera-
tion property transfer through the medium of corporate stock 
passage, is subjected to testing herein, with additional 
testing of some working hypotheses appearing warranted. Con­
sideration of additional stock transfer rates and patterns 
is needed to provide adequate information for decision makers 
and to assess the effects of the legal framework within which 
such transfers are made. Hypotheses 2(a), 2(b), and 2(c) 
should be subjected to additional testing under these modifi­
cations. With respect to hypothesis 2(d), derivation of long-
term goals may be necessary, using appropriate empirical 
technique, with testing of the corporate control framework in 
the accomplishment of those goals in comparison with alterna­
tive legal control mechanisms. Hypothesis 2(e) is inadequately 
tested herein. In elaboration of that hypothesis, it is sug­
gested that investigation be carried out relative to the ef­
fects of the firm-household relationship with respect to 
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family consumption under alternative organizational forms. 
It may be hypothesized that as a separate and distinct 
entity, separate from its owners and employees, the corporate 
form introduces formality into firm-household transactions 
and relationships, thereby thwarting short-run pressures for 
increased consumption and encouraging planned and budgeted 
consumption in a pattern unrelated to short-run fluctuations 
of firm earnings. 
Hypothesis three relating to accumulation of equity capi­
tal is tested herein in an incomplete fashion. In order to 
test the findings of this study in terms of real world per­
formance, appropriate empirical tests are needed to examine 
the actual effects of specific corporate characteristics 
which are identified in this study as having a likely impact 
upon equity capital accumulation. 
The hypothesis pertaining to alternative income tax 
methods, hypothesis four, appears to be tested adequately in 
this study. It is suggested that in the interests of complete 
specification of effects of taxation methods, further tests 
in future research include the method of taxation. 
The fifth major hypothesis, pertaining to attaining ob­
jectives of the firm and the shareholders, is subjected to 
adequate testing in this investigation within the limitations 
of the runs actually made. If additional runs are scheduled 
in future research, this hypothesis could be subjected to 
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additional testing, thus providing a more complete repre­
sentation of optimum and nonoptimum firm and shareholder 
strategies and the conflict therein. It is also suggested 
that attempts be made to derive empirically the objective 
functions of farm decision makers within certain classifica­
tions by age, type of farming operation, farm size, and other 
germane criteria. 
The final hypothesis, that relating to consequences of 
the transformation of self-employed owners or partners into 
owner-employees upon incorporation, is subjected to adequate 
testing in this study within the limitations of the analysis. 
Shortcomings are noted both with respect to inclusion of 
limited levels of employee benefit plans and employee com­
pensation levels, and to noncomparison with comparable ef­
fects under alternative organizational forms. Both short­
comings may be remedied by additional research. 
Suggestions for further research 
The application of the LP-SM model to the respondent 
firm suggests additional subject matter research areas for 
study beyond those considered in this inquiry. A complete 
assessment of the relative economic performance of presently 
available alternative organizational devices awaits both more 
intensive and more extensive research utilizing the LP-SM or 
a similar model. Application of the model, appropriately 
modified to reflect with fidelity the legal characteristics 
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of alternative forms, to a firm under assumptions of partner­
ship, trust, sole proprietorship, and lessor-lessee ownership 
of production factors and firm operation would provide sets 
of comparable data for testing hypotheses relative to the 
choice between alternative organizational forms. 
Research attention may be focused upon the aggregate 
impact of incorporation under the assumption that the entire 
agricultural sector was organized into corporate firms of a 
specified size and character. The impact may be viewed both 
with respect to the effects upon the agricultural sector 
and with respect to nonagricultural sectors of the econcmy. 
Special attention to intrasectoral and intersectoral debt 
and equity capital flows and factor markets would be sug­
gested. 
A substantial need exists for research considering the 
effects of various aspects of the legal framework upon de­
cision making uncertainty. In particular, an evaluation of 
bankruptcy law, state debtor's exemptions from execution, 
shareholder limited liability, limitations on terms of 
corporate existence, restraints on dissolution, and dispute 
settling devices may be helpful in assessing the net effect 
of the corporate form upon decision making uncertainty and 
planning horizons. And such research may illuminate the dif­
ferential response of debt capital extenders to the corporate 
form of organization with respect to exogenous capital ration­
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ing and credit terms. 
The LF-SM model may be modified to Include additional 
elements for testing. Introduction of dynamic decision 
making processes would add precision to Investment activities 
of the firm and Investment activities of the individual share­
holders. Relaxation of linear programming restraints with 
appropriate modification of production coefficients would 
provide information on growth patterns over time. Considera­
tion of multiple classes of corporate stock, although promis­
ing to increase canputational complexity, would add an ad­
ditional dimension to the study. 
Suggestions for legal change 
If the law is to serve as a dependent variable, as urged 
172 herein, then guidance for legal change should be provided 
by disciplines whose subject matter area is demonstrably 
relevant to the issue under consideration. That economics 
as a discipline is so related to the organizational frame­
work for firms is generally unquestioned. However, other 
disciplines may likewise have an interest in the organiza­
tional structure. As a bl-disclpllnary inquiry, this study 
considers only legal and economic effects upon the organiza­
tion of firms. 
^^^See Chapter I, equations 1 and 2. 
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Unless valid reasons of public policy exist for dis­
couraging or prohibiting farm incorporation, legal restraints 
on incorporation in some states would seem to be of doubtful 
173 
merit. Such restraints or prohibitions preclude decision 
makers from selecting a form of organization on the basis of 
economic performance. The range of choice is limited to non­
c o r p o r a t e  f o r m s  o f  o r g a n i z a t i o n  i n  s a n e  j u r i s d i c t i o n s , I n  
a few states, firms other than those of a specified size and 
character are precluded from use of the corporate form.^^^ 
In virtually every state, costs are attached to the 
utilization of the corporate structure in the form of initial 
costs and annual fees. To the extent that such costs are 
justified by public policy reasons of recordation and control 
of corporate organizational and amendatory activities, such 
costs are justified. However, to the extent that the costs 
represent a tax imposed upon the corporation, the tax is 
difficult to justify unless a public policy reason exists 
for taxing corporate firms differently from noncorporate 
businesses. For example, a policy of discouraging use of 
the corporate form would be served by such a tax levied only 
upon corporate firms. The costs associated with the corporate 
1 71 
See Chapter II, pages 164 to 173. 
^^^See Chapter II, pages 166 to 168. 
^^^See Chapter 11, pages 170 to 171. 
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form of organization represent a disadvantageous factor to 
decision makers and may inhibit the choice of organizational 
form on economic performance bases. 
In several states, certain incorporation requirements may 
make the corporation unavailable to decision makers choosing 
the organizational form best fitted to their needs. The re­
quirement of three incorporators is typical of this group 
of statutes limiting incorporation. Unless a valid public 
policy reason is served thereby, such statutes impinging 
upon an economic and legal choice of organizational form 
would appear to be of questionable merit. 
The provision of federal tax law that adjusts the income 
tax basis of property at death such that the basis equals the 
value used for federal estate tax valuation purposes,has 
received attention in recent years in connection with various 
177 income tax reform proposals. The proposals generally call 
for recognition of the difference between the income tax basis 
and fair market value as taxable gain at death, or carryover 
of the decedent's basis to the recipient from the decedent 
or his estate. This Inquiry reveals that the "gain forgive­
ness" provisions of federal law operate to discourage inter-
17*See I.R.C. § 1014. 
l^^See S. Rep. No. 830, 88th Cong., 2d Sess., United 
States Code Congressional and Administrative News (February 
29, 1964, p. A-525). 
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generation transfers of property by inter vivos gift or sale 
which may be economically beneficial to ameliorate the family 
178 farm cycle and associated problems of efficient resource 
allocation over time involving resources owned by a closely-
held firm. Removal of the tax advantage of retaining property 
having substantial unrecognized gain therein until death 
should have a salutary effect upon business planning in that 
inter vivos transfer of stock or other property by gift and 
sale would not be penalized relative to retention of such 
property until death. 
The findings of this study indicate that motivation exists 
for decision makers in regularly taxed corporations to depart 
from factor compensation schedules in accordance with marginal 
value productivities, and to pursue a policy of increased 
factor compensation to labor and reduced payments to equity 
holders. This motivation is due to the differential tax 
treatment accorded factor compensation payments in such 
forms. Payments as salary, bonuses, or other forms of com­
pensation to labor inputs are deductible by the corporation 
as costs of doing business. Likewise, compensation in the 
forms of rent for land inputs and interest for debt capital 
inputs are deductible as costs of doing business. However, 
payments of dividends as compensation to equity capital in-
17Gsee Figure 1. 
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puts are not tax deductible by the corporation. If divi­
dends were made tax deductible by the corporation, payments 
in such form would be placed on a basis comparable tù that 
for other input compensation. The Subchapter S method of 
income taxation, enacted in 1938, acccxnplishes a similar 
result by absolving the corporation from taxpaying responsi­
bilities and taxing the corporate income to shareholders in 
proportion to their stock ownership. Although dividends are 
not tax deductible, the effect is essentially the same inas­
much as dividend amounts upon which tax has been paid pre­
viously may be received without additional tax consequences. 
Thus, only a single tax is imposed upon corporate earnings 
imputed to equity capital and distributed to shareholders 
before such dividend amounts are in spendible form in the 
hands of shareholders. The Subchapter S method of income 
taxation therefore provides a legal framework which is more 
nearly in accord with economic theory of factor compensa­
tion than the regular method of income taxation. The economic 
merit of the Subchapter S concept of corporate and shareholder 
income taxation should be recognized as voices of criticism, 
concentrating largely on technical points, challenge the 
continuation of Subchapter S as a part of the Internal 
179 
Revenue Code. 
179 See, e.g.. Cunningham, Subchapter S Corporations ; 
Uses. Abuses, and Some Pitfalls. 20 Md. L.HRev. 195 (I960). 
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APPENDIX A 
FLAG FORT,COMB , DECK 
DIMENSION P(25), Q(15,4) 
COMMON P,Q,METHD,IRUN,lYEAR 
TYPE 3 
3 FORMATC 53HM0UNT 395(FP) ON 24, 248( FP) ON 22, 408(FP) ON 11 ) 
PAUSE 
REWIND 5 
C 
C 
C FOR EACH TIME ON COMPUTER, SET METHD 
C FOR EACH TIME ON COMPUTER, SET IBEG AND lEND FOR RUN NUMBERS DESIRED 
C 
READ INPUT TAPE 1, 75, METHD, IBEG, lEND 
75 FORMAT! 315 Ï 
DO 6 IRUN = 0 , lEND w 
IF(IRUN-IBEG) 31,33,33 ° 
31 DO 32 1=1,10 
32 READ TAPE 5 , JJ3 
GO TO 6 
33 CONTINUE 
DO 12 I = 1,15 
DO 12 J = 1,4 
12 C(I,'J) = 0 
DO 22 I » 1,25 
22 P(I) = 0 
Q( 9,1) = 2367.36 
C( 10,1) = 2367.36 
C( 9,2) = 1680.32 
C( 10,2) = 1680.32 
Q( 11,1) = 94329. 
C( 12,1) = 94329. 
Q( 11,2) = 6170.01 
Figure 8. LP-SM model in FORTRAN (FLAG) computer language 
Q( 12,2) = 6170.01 
P(22) = 192.84 
P(23) = 19900. 
P(24) * 600. 
P(25) = 400. 
P(12) = 135600. 
PI13) = 135600. 
REWIND 4 
REWIND 9 
REWIND 10 
DO 5 lYEAR = 1,10 
CALL LP 
WRITE OUTPUT TAPE 2 
1 FORMAT (3110) 
IF(METHD) 888,17,18 
17 CALL SIMLl 
GO TO 5 
18 CALL SIML2 
5 CONTINUE 
CALL TAB 
TYPE 45, IRUN,IYEAR 
45 FORMAT* 214) 
6 CONTINUE 
REWIND 4 
REWIND 5 
REWIND 10 
C 
C 
REWIND 9 
TYPE 41 
41 FORMAT! 30HDISMCUNT 
PAUSE 
METHD = METHD 
1,METH0, IRUN, lYEAR 
395,248,408 
Figure 8 (Continued) 
Ui 
to 
jJ3 = JJ3 
IBEG = IBE6 
lENO = lEND 
888 ST0P888 
C TAPE USEAGES 
C TAPE 395 ON CU 24(10) 10 YEARS ORIGINAL LP MATRICES 
C TAPE 248 ON CU 22(9) 10 YEARS PRE-SOLVED LP MATRICES 
C TAPE 408 ON CU 11(5) EXOGENOUS VARIABLES, YEARS 
C 1 THROUGH 10 WITHIN RUNS 0 THROUGH 44 
C CU 12(3) PING LOADS STORED 
C CU 13(4) TAB STORAGE (TEMPORARY) FOR EACH RUN 
C CU 20(7) CURRENT ORIGINAL LP MATRIX FOR RESTART 
C CU 21(8) SAVE CURRENT LP MATRIX FOR RESTART 
END 
FLAG FORT,LP ,DECK 
SUBROUTINE LP # 
DIMENSION TITLE(16) to 
DIMENSION NT(6) 
DIMENSION A(60,65 ),B(60),M(6),L(7),INDl(6),IN02(6), 
1 CJB(60),IALPH(3),JH(6), 
2 N(1),IR1(60),IR2(60),IC1(65),IC2(65) 
DIMENSION P(25), Q(15,4) 
COMMON P,Q,METHD,IRUN,lYEAR 
COMMON N6,N5,N4,N3,N2,N1,N,NT 
COMMON B,M,L,IND1,IN02,CJB,IALPH,JH,JCPVT,ICPVT, 
1 MR,NC,NCV,MV,TEST2,TEST3,TEST9, 
2 I,J,IR1,IR2,IC1,IC2,MP1,NP1,NP2,M1,M2,M3,M4,M5,M6,IRPVT,JRPVT, 
3 CPDSV.RPDSV.IPIVT,JPIVT,ITER,JR2,NP3,NP2MV,IFR0M, 
4 N0CHP,TEST8,IVARB,DIFF,BPRIM,BTRUE,MVP1,IAR0W,ITERX, 
5 MVMV,JIN,IGATE 
C 
C 
C 
Figure 8 (Continued) 
MR=59 
NC=62 
lAROW = 60 
MPI = 60 
NPl=63 
NP2=64 
NP3=65 
NCV=0 
MV=0 
MVPl = I 
ISOL =0 
REWIND 8 
REWIND 7 
ITER = 0 
READ TAPE10,IS0L,((A(I,J),I=1,MP1),J=1,NC) # 
WRITE TAPE 7, ((A(I,J),1=1,MPl),J=l,NCI w 
REWIND 7 
IFdSOL- lYEAR ) 980,3,980 
3 READ TAPE 9,ISOL,(B(I),1=1,MPI),dA(I,J),I=l,MP1),J=I,NC) , 
IdRl (I ),I = 1,MPI), (IR2( I ), 1 = 1,MPI), 
2 dCKJ), J=1,NC ),dC2(J),J=l,NC), (C JB ( I ) , 1 = 1, MPI ) 
IFdSOL- lYEAR) 981,5,981 
5 CONTINUE 
B(19) = PI25I 
B(18) = P(24) 
B(16) = P(23) 
B( 8) = P(22) - P(ll) 
B(54) = P(14) • P<18) 
8(55) = P(15) • P(19) 
B(56) = P(16) • PI20) 
B(57) = P(17) • P(21) 
B(50) = P(10) 
Figure 8 (Continued) 
B(51) = P( 5) 
BI52) = Pf 6) 
B(53) = PC 7) 
8(46) = 0(15,1) 
8(47) » 0(15,2) 
6(48) = 0(15,3) 
8(49) = Q(15,4) 
IF(METHD-l) 209, 210, 999 
209 8(41) = P(12) 
GO TO 212 
210 8(41) = P(13) 
212 CONTINUE 
IF(IYEAR-l) 246, 241, 246 
241 IF(lRUN-l) 246, 242, 246 
242 8(8) = 215.44 
246 CONTINUE 
DO 7 1=1,MPI 
7 A(I,NP3) = 8(1) 
I = NP3 
J=NP3 
CALL PNLTY (A(l,l)) 
IFROM = NP3 
CALL UPCAT(2,A(1,1)) 
DO 9 1=1,MPI 
9 A(I,NP1) = A(I,NP2) 
11 CALL OPTIH (A(l,l)) 
CALL CHKPT (A(l,l)) 
IF (IGATE) 980,13,11 
13 WRITE OUTPUT TAPE 2, 14, METHD,IRUN,lYEAR 
14 FORMAT( 7H1METH00 16, 8H IRUN 16, 
CALL OUTPT (A(l,l)) 
P(4) = 0 
P(5) = 0 
Figure 8 (Continued) 
Ln 
W 
9H lYEAR 16 ) 
P(6» = 0 
P(7) = 0 
P(8) = 0 
P(9) = 0 
DO 262 I = 1, MR 
IFdRKI) + I) 252. 251, 252 
251 P(4) = 500000. - A( I,NP1) 
252 IFdRKI) - 13 ) 254, 253, 254 
253 P(5) = A(I,NP1) 
254 IFdRld) - 14 ) 256, 255, 256 
255 P(6) = ACIfNPl) 
256 IFdRld) - 15 ) 258, 257, 258 
257 P(7) = Ad,NPl) 
258 IFdRld) - 48 ) 260, 259, 260 
259 P(8) = A(I,NPl) 
260 IFdRld) - 49 ) 262, 261, 262 
261 P(9) = Ad,NPl) 
262 CONTINUE 
P( 14) = 0 
P(15) = 0 
P( 16) = 0 
P(17) = 0 
Pd8) = 0 
P(19) = 0 
P(20) = 0 
P(2l) = 0 
PI 22) = 0 
P(23) = 0 
P(24) = 0 
P(25) = 0 
DO 230 I = l,MR 
IFdRK I)-40) 216, 215, 216 
215 P(14) = A(I,NP1) 
Figure 8 (Continued) 
Ui 
w 
Ln 
216 218, 217, 218 
217 PI15) = A(I,NP1) 
218 IF(IRl(I)-46) 220, 219, 220 
219 P(16) = A( I,NP1) 
220 IFCIRKI)-47) 222, 221, 222 
221 PI 17) = A(I,NP1) 
222 IF(IRl(I)-59) 224, 223, 224 
223 P(18 ) = A(I,NP1) 
224 IFCIRKI)-60) 226, 225, 226 
225 P(19) = A(I,NP1) 
226 IF(IRl( n -61) 228, 227, 228 
227 P(20) = A(I,NP1) 
228 IFdRK I)-62) 230, 229, 230 
229 P(21 ) = A{I,NPl) 
230 CONTINUE 
DO 240 I = 1,MR 
IF(IR1(I)+15) 234, 233, 234 
233 PC22) = A(I,NP1) 
234 IFdRKI) + 16) 236, 235, 236 
235 P(23) = An,NPl) 
236 IFIIRKI)+18) 238, 237, 238 
237 PI24) = AI I,NP1) 
238 IFIIRK! ) • 19) 240, 239, 240 
239 PI 25) = AII,NPl) 
240 CONTINUE 
RETURN 
980 STOP 980 
981 STOP 981 
982 STOP 982 
999 STOP 999 
END 
FLAG FORT, PNLTY ,DECK 
SUBROUTINE PNLTY (A) 
Figure 8 (Continued) 
o> 
DIMENSION NT(6) UintlNMU I (OI
DIMENSION A(60,65 )tB(60)>M(6), 
1 CJB(60)»lALPHf3)»JH(6), 
2 N(I),IRI(60)«IR2(60),ICl(65)tl 
COMMON N6,N5,N4,N3,N2,N1,N,NT 
n I uc Kic T nui ofoct niiez, i 
)> (6)tL(7),INDl(6),IND2(6)f 
l(65)tIC2(65) 
r T T r t Nt NT
DIMENSION P(25), Q(15,4) 
COMMON P»Q,METHO,IRUNtlYEAR 
COMMON B,M,L,IND1,IND2,CJB,IALPH,JH,JCPVT,ICPVT, 
l MR,NC,NCV,MV,TEST2,TEST3,TEST9, 
I,J,IRl,IR2,JC1,IC2,MP1,NP1,NP2,M1,M2,M3,M4,M5,M6,IRPVT,JRPVT, 
CPDSV.RPDSV.IPIVT,JPIVT,ITER,JR2,NP3,NP2MV,IFRGM, 
N0CHP,TEST8,IVARB,DIFF,BPRIM,BTRUE,MVPl,IAROW,ITÊRX, 
MUMV.JTN.TCATP 
2 
3 
4 
5 VMV,JI ,IGA E 
C CHANGE SIGN OF ROW MPI AND APPLY PENALTIES 
C SET I AND J AS FIRST AND LAST COLUMNS TO BE AFFECTED 
DO 5 K=I,J w 
A(MPl,K) = -A(MPltK) ^ 
DO 5 K1=1,MR 
A(MPl,K» = A(MP1,K) + CJB(K1)*A(KI,K) 
5 CONTINUE 
RETURN 
END 
FLAG FORT.RSTRT ,DECK 
SUBROUTINE RSTRT (A) 
DIMENSION NT (6) 
DIMENSION A(60,65 ),B(60),M(6),L(7),INDI{6),IND2(611 
1 CJB(60),IALPH(3),JH(6), 
2 N(I),IR1(60),IR2(6G),ICI(65),IC2(65) 
DIMENSION P(25), 0(15,4) 
COMMON P,Q,METHD,IRUN,IYEAR 
COMMON N6,N5,N4,N3,N2,N1,N,NT 
COMMON B,M,L,IND1,IND2,CJB,IALPH,JH,JCPVT,ICPVT, 
1 MR,NC,NCV,MV,TEST2,TEST3,TEST9, 
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2 I,J,IR1,IR2,IC1,IC2,HP1,NP1,NP2,MI,M2,M3,MA,M5,M6,IRPVT,JRPVT 
3 CPDSV.RPOSV.IPIVT,JPIVTtlTER,JR2,NP3,NP2MV,IFR0M, 
4 N0CHP,TEST8,IVARB,0IFF,BPRIM,BTRUE,MVPl,IAR0W,ITERX, 
5 MVMV.JIN,IGATÊ 
C SET UP FIRST MV COLUMNS OF A 
C 
c  
READ TAPE 7, ((A(I,J),1=1,MP1),J=MVPl,NC) 
REWIND 7 
99 RETURN 
END 
FLAG FORT, UPDAT .DECK 
SUBROUTINE UPDAT(I ALT,A) 
DIMENSION NT(6I 
DIMENSION A(60,65 ),B(60),M(6),L(7),INDK6),IND2(6 ) , 
1 CJB(60),IALPH(3),JH(6), 
2 N(l),IRlt60),IR2l60),ICl(65),IC2(65) 
DIMENSION P(25), Q(15,4) 
COMMON P,Q,METHD,IRUN,lYEAR 
COMMON N6,N5,N4,N3,N2,N1,N,NT 
COMMON B,M,L,IN0l,IND2,CJB,IALPH,JH,JCPVT,ICPVT, 
1 MR,NC,NCV,MV,TEST2,TEST3,TEST9, 
2 I,J,IR1,IR2,IC1,IC2,MP1,NP1,NP2,M1,M2,M3,M4,M5,M6,IRPVT,JRPVT 
3 CPDSV,RPDSV,IPIVT,JPIVT,ITER,JR2,NP3,NP2MV,IFROM, 
4 N0CHP,TEST8,IVARB,DIFF,BPRIM,BTRUE,MVP1,IAR0W,ITERX, 
5 KVMV,JIN,IGATE 
C ZERO THE ARRAY FOR STORING UPDATED VECTOR 
DO 4 1=1,MPI 
4 A(I,NP2)=0.0 
DO 20 : = I,MPI 
GO TO (6,8),IALT 
C SELECT TRANSFORMATION MATRIX AS THE ORIGINAL DATA IN CURRENT 
C BASIS VARIABLES 
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6 JR2=IRl(I) 
GO TO 10 
C SELECT TRANSFORMATION MATRIX AS THE CURRENT DATA IN ORIGINAL 
C BASIS VARIABLES 
8 JR2=IR2(I) 
10 IFUR2) 12,996,14 
12 JR2=-JR2 
C APPLY THE UNIT VECTORS 
A(JR2,NP2)=A(JR2,NP2)+A(I,IFROM» 
GO TO 20 
C APPLY THE NON-UNIT VECTORS 
14 DO 16 K=1,MP1 
16 A(K,NP2)=A(K,NP2)+A(I,IFR0M)*A(K,JR2) 
20 CONTINUE 
RETURN 
996 ST0P996 
END 
FLAG FORT, RPLAC ,0ECK 
SUBROUTINE RPLAC (A) 
DIMENSION NT(6) 
DIMENSION A(60,65 ),B(60),M(6),L(7),INDl(6),IND2(6), 
1 CJB(60),IALPH(3),JH(6)« 
2 N(1 ),IR1(60),IR2(60),IC1(65),IC2(65) 
DIMENSION P(25), 0(15,4) 
COMMON P,Q,METHD,IRUN,IYEAR 
COMMON N6,N5,N4,N3,N2,N1,N,NT 
COMMON B,M,L,IND1,IND2,CJB,IALPH,JH,JCPVT,ICPVT, 
1 MR,NC,NCV,MV,TEST2,TEST3,TEST9, 
2 I,J,IR1,IR2,IC1,IC2,MP1,NP1,NP2,M1,M2,M3,M4,M5,M6,IRPVT,JRPVT, 
3 CPDSV,RPDSV,IPIVT,JPIVT,ITER,JR2,NP3,NP2MV,IFROM, 
4 NOCHP,TESTS,IVARB,DIFF,BPRIM,BTRUE,MVP1,lAROW,ITERX, 
5 WVMV,JIN,1GATE 
TEST9=.001 
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IF(IC2(JIN)) 10,996,30 
C IF INCOMING COLUMN IS IN THE BASIS,DESIRE TO BRING COLUMN 
C IFROM INTO BASIS 
10 JC2=-IC2(JIN) 
IF(ABSF(A(JC2,NP2)I-TEST9) 14,14,12 
12 IPIVT=JC2 
JPIVT = NP2 
CALL TRANS(A(1,1),IAR0W,JPIVT,IPIVT,NP1,MPI) 
GO TO 40 
C IF PIVOT IS TOO SMALL, ITERATE WITH AN ALTERNATE COLUMN 
C FIND JSTAR CORRESPONDING TO MAXIMUM PIVOT IN OUTGOING ROW 
14 TIVIP=TEST9 
DO 18 J=1,NC 
IF(ABSF(A(JC2,J))-TIVIP) 18,18,16 
16 TIVIP=A8SF(A(JC2,J) ) 
JSTAR=J 
18 CONTINUE 
IF(TIVIP - TEST9) 996,995,19 
C • SWITCH COLUMNS JSTAR AND IFROM 
19 DO 20 110=1,MPI 
STORE=A( no, JSTAR) 
A(110,JSTAR) = A(I10,NP2) 
AC 110,NP2) = STORE 
20 CONTINUE 
IPIVT=JC2 
JPIVT = NP2 
CALL TRANS(A(1,1),IAR0W,JPIVT,IPIVT,NP1,MPI) 
JPIVT=JSTAR 
CALL RCORO 
GO TO 40 
30 JC2=IC2(JIN) 
DO 35 14=1,MPI 
35 A(I4,JC2) = A(I4,NP2) 
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40 RETURN 
995 ST0P995 
996 ST0P996 
END 
FLAG FORT,DPTIM .DECK 
SUBROUTINE OPTIM (A) 
DIMENSION NT(6) 
DIMENSION A(60,65 ),B(60),M(6)>L(7)»INDK6)*IN02(6)t 
1 CJB(60),IALPH(3)tJH(6)» 
2 N(I)»IR1(60),IR2{60),IC1(65).IC2(65) 
DIMENSION P(25), Q(15,4) 
COMMON P,Q,METHD,1RUN,IYEAR 
COMMON N6,N5,N4,N3,N2,N1,N,NT 
COMMON B,M,L,IND1,IND2,CJB,IALPH,JH,JCPVT,ICPVT, 
1 MR,NC,NCV,MV,TEST2,TESTS,TEST9, 
2 I,J,IRl,IR2,ICl,IC2,MPl,NPl,NP2,Ml,H2,M3,M4,M5,M6,IRPVT,JRPVTf jg 
3 CPDSV,RPDSV,IPIVT,JPIVT,ITER,JR2,NP3,NP2MV,IFR0M, M 
4 NOCHP,TESTS,IVARB,DIFF,BPRIM,BTRUE,MVPl,lAROW,ITERXt 
5 MVMV,JIN,IGATE 
1 CALL COLPD (A(l,l)) 
CALL ROWPD (Ad,in 
7 IF(CPDSV) 998,8,9 
8 IF(RPDSV) 998,91,9 
9 IF(CPDSV-RPDSV) 15,15,10 
91 ÏF(ICPVT) 998,92,10 
92 IF(JRPVT) 998,41,15 
10 IPIVT=ICPVT 
JPIVT=JCPVT 
GO TO 16 
15 IPIVT=IRPVT 
JPIVT=JRPVT 
16 CALL TRANS(A(1,1),IAR0W,JPIVT,IPIVT,NP1,MP1) 
CALL RCORD (A(l,l)) 
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GO TO 1 
41 RETURN 
A B 9863 
996 STOP 996 
998 STOP 998 
END 
FLAG FORTfCOLPO 
SUBROUTINE COLPD (A) 
DIMENSION NT(6) 
DIMENSION A(60,65 ),B(60),M(6),L(7),IND1(6),IND2(6), 
1 CJB(60)tIALPH(3)tJH(6)t 
2 N(1 ), IRKôO), IR2(60)>ICl(65) (IC2(65) 
DIMENSION P(25)f Q(15,4) 
COPMON P,C,METHD,IRUN,IYEAR 
COMMON N6,N5,N4,N3,N2,N1,N,NT 
COMMON B,M,L,IND1,IND2,CJB,IALPH,JH,JCPVT,ICPVT, 
1 MR,NC,NCV,MV,TEST2,TEST3,TEST9, 
2 If Jt IRl,IR2,IC1,IC2.MPl,NPl,NP2tMIfM2tM3fM4,M5tM6tIRPVT,JRPVTt 
3 CPDSV,RPDSV,IPIVT,JPIVT,ITER,JR2,NP3,NP2MV,IFR0M, 
4 NGCHP,TEST8,IVARB,DIFF,BPRIM,BTRUEfMVPltlAROW,ITERXt 
5 KVMV,JINtlGATE 
TEST2 = .1 
TEST3=0.0005 
CPDSV=0.0 
ICPVT=0 
0ENSV=0 
JSAVE=0 
CRTSV=-.99E+40 
1 = 0 
BSAVE=-TEST2 
DO 4 16=1,MR 
IF(A(I6,NP1)-BSAVE) 3,4,4 
3 BSAVE=A(I6,NP1) 
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1 = 16 
4 CONTINUE 
IF(I) 999,55.5 
5 DO 37 J=I,NC 
IF(CRTSV) 15,8,999 
8 IF(A(MP1,J)) 37,12,37 
12 IF(A(I,J)-DENSV) 30,37,37 
15 IF(A(1,J)+TEST3) 17,37,37 
17 IF{A(MP1,J)) 37,25,19 
19 RATI0=ACMP1,J)/ACI,Jl 
IF(CRTSV-RATIO) 28,12,37 
25 RATI0=0.0 
28 CRTSV=RATIO 
30 DENSV=A(1,J) 
JSAVE=J 
37 CONTINUE 
IF(JSAVE) 999,55,40 ^ 
40 CPR0D=CRTSV*A(I,NP1) 
IF(CPROD-CPDSV) 55,44,44 
44 CPOSV=CPROD 
JCPVT=JSAVE 
ICPVT=I 
55 CONTINUE 
60 RETURN 
999 STOP 999 
END 
FLAG FORT,ROWPD 
SUBROUTINE ROWPO (A) 
DIMENSION NT(6I 
DIMENSION A(60,65 ),B(60),M(6),L(7),INDl(6),IN02(6), 
1 CJB(60),IALPH(3),JH(6), 
2 N(1),IR1(60),IR2(60),IC1(65),IC2(65) 
DIMENSION P(25), 0(15,4) 
Figure 8 (Continued) 
COMMON P.Q.METHD,IRUN,lYEAR 
COMMON N6,N5,N4,N3,N2,N1,N,NT 
COMMON BfM,LfINDl,IND2fCJB,lALPH,JH,JCPVT,ICPVT, 
1 MR,NC,NCV,MV,TEST2,TEST3fTEST9, 
2 I,J,IR1,IR2,IC1,IC2,MP1,NP1,NP2,M1,M2,M3,M4,M5,M6,IRPVT,JRPVT, 
3 CPDSV,RPDSV,IPIVT,JPIVTflTERtJR2tNP3,NP2MVtIFROM» 
4 NOCHPfTESTS, IVARB,DIFF,BPRIM,BTRUEfMVPl,lAROW,ITERX, 
5 NVMV,JIN,I6ATE 
TEST2=0.0005 
TEST3=0.0005 
RPDSV=0.0 
JRPVT=0 
DENSV=0.0 
ISAVE=0 
RRTSV=.99E+40 
J=0 
CSAVE=-TEST2 
DO 4 J6=l,NC 
IF(A(MPI,J6)-CSAVE) 3,4,4 
3 CSAVE=A(MPl,J6) 
J=J6 
4 CONTINUE 
IF(J) 999,55,5 
5 00 37 1=1,MR 
IF(RRTSV) 999,8,15 
8 IF(A(I,NP1)) 37,12,37 
12 IF(A(I,J)-DENSV) 37,37,30 
15 IF(A(I,J)-TEST3) 37,37,17 
17 IF(A(I,NP1)) 37,25,19 
19 RATI0=A(I,NP1)/A(I,J) 
IF(RATIO-RRTSV) 28,12,37 
25 RATI0=0.0 
28 RRTSV=RATIO 
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30 DENSV=A(I,J) 
ISAVE=I 
37 CONTINUE 
IF(ISAVE) 999,55,40 
40 RPR0D=-RRTSV*A(KP1,J) 
IF(RPROD-RPDSV) 55,44,44 
44 RPDSV=RPROD 
IRPVT=ISAVE 
JRPVT=J 
55 CONTINUE 
60 RETURN 
999 STOP 999 
END 
FLAG AUTO ,TRANS,LIST ,DECK 
03 EXECUTE CNTRL7 
04 DC 1^ 
05 aTRANS a  
06 +0+0+1000+0+9100000002 
ORIGIN CNTRLIOOO 
XZA 98,SAVEX 
RG 98,SAVEX-2 
BLX 94,0+X94 
XU 94,SAVE94 
ZAl 0001(2,5) XOl IS A ARRAY LOCATION 
SI +1 
STDl Al(6,9) 
STDl A2(6,9) 
STDl A3C6,9) 
STDl A4(6,9) 
STDl ST0RA(6,9) 
STDl A6(6,9) 
STDl ADAIJ(6,9) 
STDl ST0RB(6,9) 
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STDl A9(6,9) 
ZAl +4510000000 
ZSTl TESTS 
ZAl 0+X03 
SI +1 
X03 IS JPIVT LOCATION 
ZSTl JPMl 
XLIN 33,0+X04 
ZA3 0+X02 
X04 IS IPIVT LOCATION 
X02 IS lAROW LOCATION 
M JPMl 
AS2 33(2,5) 
XLIN 28,9992 
ZAl +5110000000 
BLX 93,0330 
FM PIVOT 
CA TESTS 
BL STMNT28 
ZSTl PCOL 
ZAl 0008(2,5) 
CA 0+X04 
BE STMNT28 
XLIN 29,9991 
XLIN 30,0+X04 
XL 07,0+X0S XOS IS NPl LOCATION 
A1 FD A-0001+X33 
ZSTl PIVOT 
XLIN 32,0+X02 
XL 08,0+X06 
XZA 08,1 
XA 28,1 
ZSl A-0001+X28 
X06 IS MPI LOCATION 
IN00090 
A2 
XZA 07,1 
8 ADPCL 
IN00080 XA 29,0+X32 
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XA 30,0+X32 
AOPCL ZAl PCOL 
A3 FM A-0001+X30 
A4 FA A-0001+X29 
CA TESTS 
BH STORA 
SI 9991 
STORA ZSTl A-0001+X29 
BIX 07,IN00080 
ZAl PCOL 
A6 ZSTl A-0001+X28 
STMNT28 BIX 08fIN00090 
XL 09,0+X05 
XZA 09,1 
XLIN 3l,0+X04 
B ADAIJ 
IN00030 XA 3l,0+X32 
AOAIJ ZAl A-0001+X31 
FM PIVOT 
CA TESTS 
BH STORB 
SI 9991 
STORB ZSTl A-0001+X31 
BIX 09,IN00030 
ZAl PIVOT 
A9 ZSTl A-0001+X33 
XZA 98,SAVEX 
RS 98,SAVEX-2 
XL 94,SAVE94 
B 0+X94 
DRDW + 01,9 
DRDW -28,33 
SAVEX DA 1 
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Ln 
149 
SAVE94 NOP SAVE94 
18 EXECUTE CNTRL7 
19 OC 
20 +9+0+0+0+0+0+9400000000 
21 ORIGIN CNTRL*-7 
22 DA 1 
23 PIVOT 00,09 
24 TESTS 10,19 
25 JPMl 20,29 
PCOL 30,39 
A 40,49 DUMMY 
LITORIGIN CNTRL* 
END CNTRLIOOO 
FLAG FORT,RCORD ,DECK 
SUBROUTINE RCORD (A) 
DIMENSION NT(6) 
DIMENSION A(60,65 ),B(60),M(6),L(7),INDI(6),IND2(6), 
1 CJB(60)*IALPH(3),JH(6), 
2 N(l),IR1(60),IR2(60),IC1(65),IC2(65) 
DIMENSION P(25), 0(15,4) 
COfMON P,Q,METHD,IRUN,IYEAR 
COMMON N6,N5,N4,N3,N2,N1,N,NT 
COMMON B,M,L, IND1,IND2,CJB,lALPH,JH,JCPVT,ICPVT, 
1 MR,NC,NCV,MV,TEST2,TEST3,TEST9, 
2 I,J,IR1,IR2,IC1,IC2,MPI,NP1,NP2,M1,M2,M3,M4,M5,M6,IRPVT,JRPVT, 
3 CPDSV,RPDSV,IPIVT,JPIVT,ITER,JR2,NP3,NP2MV,IFROM, 
4 N0CHP,TEST8,IVARB,DIFF,BPRIM,BTRUE,MVP1,IAR0W,ITERX, 
5 KVMV,JIN,IGATE 
ITER=ITER+1 
ITEMP=IR1(IPIVT) 
IRK IPIVT) = ICK JPIVT) 
ICK JPIVT) = ITEMP 
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IFdRK IPIVT») 25,996,30 
25 MZ=-IRK IPIVT» 
IR2(MZ)=-IPIVT 
GO TO 32 
30 MZ=IRl(IPIVTI 
IC2(MZ)=-IPIVT 
32 IFdCKJPIVT)) 34,996,36 
34 MZ=-IC1(JPIVT» 
IR2(KZ»=JPIVT 
GO TO 38 
36 MZ=IC1(JPIVT) 
IC2(MZ)=JPIVT 
38 RETURN 
996 ST0P996 
END 
FLAG FORT,CHKPT 
SUBROUTINE CHKPT (A) ^ 
DIMENSION NT(6) 
DIMENSION A(60,65 ),B(60),M(6),L(7),INDl(6),IND2(6), 
1 CJB(60),IALPH(3),JH(6), 
2 N(1),IR1(60),IR2(60),IC1(65),IC2(65) 
DIMENSION P(25), 0(15,4) 
COMMON P,Q,METHD,IRUN,IYEAR 
COMMON N6,N5,N4,N3,N2,N1,N,NT 
COMMON B,M,L,IN01,IND2,CJB,IALPH,JH,JCPVT,ICPVT, 
1 KR,NC,NCV,MV,TEST2,TEST3,TEST9, 
2 I,J,IR1,IR2,IC1,IC2,MP1,NPI,NP2,M1,M2,M3,M4,M5,M6,IRPVT.JRPVT, 
3 CPDSV.RPDSV,IPIVT,JPIVT,ITER,JR2,NP3,NP2MV,IFR0M, 
4 NOCHP,TESTS,IVARB,DIFF,BPRIM,BTRUE,MVPl,lAROW,ITERX, 
5 MVMV,JIN,IGATE 
TEST8 = 20. 
WRITE PRESENT A MATRIX ONTO TAPE TO SAVE 
WRITE TAPE 8, ((A(I,J),I=1,MP1),J=1,NC) 
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REWIND 8 
CALL RSTRT (All,!)) 
IFROM=NPl 
CALL UPDAT(1,A(1,1)) 
IGATE=0 
C PERFORM TEST ON DIFFERENCES ( APPLY PENALTIES ON THE B VECTOR ) 
DO 64 I = 1, MR 
64 A(MPl,NP2) = A(MPl,NP2) - CJB(I) » 8(1) 
DO 65 12=2,MR 
IF(ABSF(B(I2)-A(I2,NP2))-TEST8) 65,65,70 
65 CONTINUE 
READ TAPE 8, J(A(I,J),1=1,MPI),J=1,NC) 
REWIND 8 
GO TO 75 
C 
70 IF(IGAT) 996, 71, 65 
71 IGATE = I 
IGAT=l 
C 
DO 72 1=1,MPI 
72 AII,NPl) = B( n  
I = NPl 
J=NPl 
CALL PNLTY (A(l,l)) 
C 
C 
DO 10 1=1,NC 
IC1(I)=I 
10 IC2( I) = I 
DO 12 1=1,MPI 
IRl(I) = -I 
12 IR2(I)=-I 
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75 WRITE OUTPUT TAPE 2 , 76 ,ITER 
76 FORMAT* 12HIITERATI0N = , 110 ) 
DO 110 12=1,MPI 
BPRIM=A(I2,NP2) 
BTRUE=B(I2) 
A(I2,NP3I = BPRIM - BTRUE 
110 CONTINUE 
WRITE OUTPUT TAPE 2 , 105, (A<I2,NP3), 12=1,MPI) 
105 FORMAT! 10F12.3) 
RETURN 
996 ST0P996 
END 
FLAG FORT.OUTPT ,DECK 
SUBROUTINE OUTPT (A) 
DIMENSION NT(6) 
DIMENSION A(60,65 ),B(60),M(6),L(7),INOl(6),IND2(6), M 
1 CJB(60),IALPH(3),JH(6), 
2 N(1 ),IR1(60),IR2(60),IC1(65),IC2(65) 
DIMENSION P(25), Q(15,A) 
COMMON P,Q,METHO,IRUN,IYEAR 
COMMON N6,N5,N4,N3,N2,N1,N,NT 
COMMON. B,M,L,IN01,IND2,CJB,IALPH,JH,JCPVT,ICPVT, 
1 MR,NC;NCV,MV,TEST2,TEST3,TEST9, 
2 I,J,IR1,IR2,IC1,IC2,MP1,NP1,NP2,M1,M2,M3,M4,M5,M6,IRPVT,JRPVT, 
3 CPDSV,RPDSV,IPIVT,JPIVT,ITER,JR2,NP3,NP2MV,IFRGM, 
4 NOCHP,TESTS,IVARB,DIFF,BPRIM,BTRUE,MVPl,lARCW,ITERX, 
5 MVMV,JIN,IGATE 
IYES=8865820000 
IBLNK=0000000000 
IL=7300000000 
IM=7400000000 
IH=6800000000 
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A 
A 
A 
A 
A 
MSA IBLNK 
MSA lYES 
MSA IL 
MSA IM 
MSA IH 
IALPH(1)=!L 
IALPH(2)=IM 
IALPH{3)=IH 
WRITE OUTPUT TAPE 2,20,A(MP1,NP1),ITER 
20 FORMAT!10X,21H VALUE OF FUNCTIONAL tF20.8,lOX,13HN0. OF ITER.=,18) 
WRITE OUTPUT TAPE 2,22 
22 F0RMAT(4X,8HVARIABLE,2X,5HLEVEL,7X,8H0RIGINAL,9X,8H0RIGINAL,6X, 
12HIN,1X,5HFINAL,9X,5HFINAL,7X,5HFINAL) 
WRITE OUTPUT TAPE 2,24 
24 F0RMAT(7X,3HN0.,19X,5HLEVEL,15X,4HPEN.,9X,5HBASIS,10X,5HLEVEL, 
17X,5HZJ-CJ//) y; 
IV2= IBLNK N) 
DO 31 1=1,MR 
IV1=-I 
AV3=B(I) 
AV4=CJB(I) 
IF<IR2(I)) 25,996,26 
25 IV5=IYES 
JR2=-IR2(I) 
AV6=A(JR2,NPl) 
AV7=0.0 
GO TO 31 
26 IV5=IBLNK 
AV6=0.0 
JR2=IR2(I) 
AV7=A(MP1,JR2) 
31 WRITE OUTPUT TAPE 2,32, IVI,IV2,AV3,AV4,IV5,AV6,AV7 
32 F0RMAT(I10,6X,A1,5X,2F16.8,5X,A3,4X,2F16.8) 
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DO 58 1=1,NC 
IV1=I 
J2=IN02(ICLAS) 
IF(I-J2) 43,43,41 
41 IFIÏ-MV) 42,42,44 
42 ICLAS=ICLAS+1 
43 IV2=JH(ICLAS) 
GO TO 52 
44 IV2=IBLNK 
52 AV4=0.0 
IF(IC2(I)) 55,996,56 
55 IV5=IYES 
JC2=-IC2(I) 
AV6=A(JC2,NP1) 
AV7=0.0 
GO TO 58 
56 IV5=IBLNK 
AV6=0.0 
JC2=IC2(I) 
AV7=A(MP1,JC2) 
58 WRITE OUTPUT TAPE 2, 59,IVI,IV2,AV4,IV5,AV6,AV7 
59 F0RMATII10,6X,A1,21X,F16.8,5X,A3,4X,2F16.8) 
RETURN 
996 STOP 996 
END 
FLAG FORT .SIMLl, DECK 
SUBROUTINE SIMLl 
C NEIL HARL PHASE 4 FARM CORPORATION STUDY 
C SIMULATOR EQUATIONS 
C 
DIMENSION X(210,4) , Y(210) , Z(10,l) 
DIMENSION N(210) 
DIMENSION Pt25), Q(15,4) 
Figure 8 (Continued) 
DIMENSION NY(30) t NX(60) , AY(30) , AX(58,4) 
COMMON P.Q.METHD,IRUNflYEAR 
C 
C 
C Ll MUST BE SET TO 1,2,3,4,5 OR 6 FOR COMPUTED GO TO.SEE P.II OR 
C 
C FOR USE OF FIRST COLUMN OF Z ARRAY, SEE PAGE 7 (SOCIAL SECURITY) 
C 
c  
C METHO= 0 FOR REGULAR METHOD OF TAXATION 
C METHD= 1 FOR SUBCHAPTER S METHOD OF TAXATION 
C 
C 
I = lYEAR 
C 
DO 10 18=1,210 
10 N(I8)=I8 
C 
c  
READ TAPE 5,JJ3,JJ2,Ll,L2,({X(JJ4,JJ5),JJ5=l,4),JJA=l,2lO) 
WRITE OUTPUT TAPE 2,1,L1,L2 
1 FORMAT (7110) 
IF(JJ3-IRUN) 9996,2,9996 
2 IF(JJ2-IYEAR)9997,6,9997 
6 CONTINUE 
Y( l)=X( 1,1) 
Y( 2)=X( 2,1) 
Y( 3) = X( 3,1) 
Y( 4)=X( 4,1) 
Y( 5)=X( 5,1) 
Y( 6)=X( 6,1) 
Y( 7)=X( 7,1) 
Y( 8)=X( 8,1) 
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XI 24,1 
XI 25,1 
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Ui 
Oi 
m 
Y(IOO) PC 3) 
DO 4 J = 1 ,4 
X{177, J) Q(13,J 
XC140, J) = 0(12,J 
X(139,J) = Q(11,J 
X(118, J) = 0(10,J 
X(116, J) Q( 9,J 
X(110, J) — 0( 8,J 
X(109, J) 0( 7,J 
XdOl, J) Q( 6,J 
X( 99, J) Q( 5,J 
X( 92, J) Q( 1,J 
. X( 98, J) =. Q( 4,J 
X( 97, J) Q( 3,J 
X( 93, J) Q( 2,J 
4 X(179, J) = 0(14,J 
Y( 1) P(4) 
Y(190) P(5) 
Y(191) P(6) 
Y(192) P(7) 
Y(193) P(8) 
Y(194) P(9) 
Z(l,1) 0 .0 
Z(2,1) 0 .0 
Z(3,1) 0 • 04 
Z(4,1) 0 .04 
Z(5,1) 0 .045 
Z(6,l) 0 .045 
Z(7,I) 0 .05 
Z(8,1) 0 .06 
ZI9,I) 0 .06 
Z(10,1)= 0 .0625 
c  
Figure 8 (Continued) 
Ui 
Ln 
CORRECTIONS TO ORIGINAL EXOGENOUS 
IF(IYEAR-3) 8631, 8632, 8631 
,31 IF(IYEAR-4) 8633, 8632, 8633 
>32 Y( 122) = .008 
86  
863
8633 
8634 
8635 
8640 
8650 
( )
CONTINUE 
IF(IYEAR-6) 8634, 8635, 8635 
X(162,31=1.3333 
CONTINUE 
IF IL2-1) 9999, 8650, 8640 
IF(L2-2) 9999,8660,9999 
N)= -04 C0 1  .  
C0N2= 100. 
C0N3= 50. 
C0N4= 250. 
C0N5=.04 
C0N6=.05 
C0N7=.03 
60 TO 8670 
8660 C0N1= 0. 
C0N2= 200. 
C0N3= 100. 
C0N4= 500. 
C0N5=.03 
C0N6=.04 
C0N7=.02 
8670 CONTINUE 
IF{IRUN-35) 
IF<IRUN-36) 
IF(IYEAR-7) 
IF(IYEAR-8) 
IF(IYEAR-9) 
8671 
8672 
8676 
8677 
8678 
8680,  
8680,  
8680,  
8680,  
8680,  
8672, 
8672, 
8679, 
8679, 
8679, 
8671 
8680 
8676 
8677 
8678 rliTC K—y# dOdUf oOfVf dOfd
IF(IYEAR-IO) 8680, 8679, 8679 
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TAPE 
Ln Oi 
00 
8679 X(17,l) =0 
8680 CONTINUE 
C 
c 
c  
c  
c 
C STEP 2 SECTION (DA 
C (DA SECTION APPLICABLE TO REGULAR AND SUBCHAPTER S TAXATION METHODS 
C (DA 1 P7 
IF(I-6) 12, 13 ,13 
12 TEMP1=0. 
GO TO 16 
13 IF{Y(ll)-IOOOO. )15, 14, 14 
14 TEMPI = 10000. 
GO TO 16 
15 TEMP1= Y(ll) 
16 IF(I-2) 17,18 ,18 
17 TEMP2=0. 
GO TO 19 
18 TEMP2 = Y(12) 
19 Y(10)= .2»(TEMP1 + TEMP2 ) + Y(13) + Y(14) 
C (DA 2 P7 
Y(3)=Y(4)+Y(5)+Y(6)+Y(7)+Y(8)+Y(9)+Y(10) 
C (DA 3 P7 
Y(2)=Y(D-Y(3)-Y(119)»10000. 
C (DA 4 P7 
0071 J=l,4 
IF(1-7)41 ,45 ,45 
41 IF(X(17,J)- 4200.) 47,42,42 
42 TEMPl= 4200. 
GO TO 48 
45 IF(X(17,J)-4800. ) 47, 46, 46 
Figure 8 (Continued) 
46 TEMP1= 4800. 
GO TO 48 
47 TEMPI = X(17,J) 
48 X(16,J)= Z(I,1) * TEMPI 
C (DA 5 P8 
X(21,J) = X(92,J) 
C (DA 6 P8 
X(18#J) = Y(119) * X(21fJ) 
IF(X(18,J)) 61, 62 ,62 
61 X(I8,J) =0. 
62 CONTINUE 
C (DA 7 P8 
X(20,J) = .15 • X(17,J) 
71 CONTINUE 
C (DA 8 P9 
TEMP2=0. 
DO 83 J =1,4 
83 TEMP2= TEMP2+ X(16,J) +X(17,J)+X(19,J) + X(20,J) 
Y(15) = Y(2) - TEMP2 + Y(90) 
C (DÀ 9 P9 
00 102 J=l,4 
X(22,J) = X(93,J) •(!. + Y(119)) • X(20,J) 
C (I)AIO P9 
Y(23) = Y(23) + X(22,J) 
102 CONTINUE 
C (DAll P9 
Y(24) = .5 * YC23) 
C (DA12 P9 
Y(30) = 400. » ( Y(190)»Y(186) + 2. » Y(191)»Y(187) 
1 Y(192)»Y(188) • Y(193)*Y(189) + Y(194)*Y(189) ) 
C 
C 
C 
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C STEP 2 SECTION (l)B 
C (1)8 SECTION APPLICABLE ONLY TO REGULAR TAXATION METHODS 
C (1)8 I PIO 
1011 Y(29)=Y(95) 
C (1)8 2 PIG 
TEMPI = Y(123) » ( Y(15)- Y(29)-Y(30) ) 
IF( TEMPI)1021,1022,1022 
1021 TEMP1= 0. 
1022 TEMP2=Y(184)*(Y(15)-Y(29)-Y(30) -25000. ) 
IF(TEMP2)1023,1024,1024 
1023 TEMP2=0. 
1024 TEMP3= .25 * Y(30) 
TF(TEMP3)1025,1026,1026 
1025 TEMP3= 0. 
1026 Y(26)= TEMPI +TEMP2 +TEMP3 
C (1)8 3 PIO 
Y(28)= Y(94) 
C (1)8 4 PIO 
Y(27) = Y(121) »(Y(15)-Y(28)» 
IF(Y(27)) 1031, 1032, 1032 
1031 Y(27)=0 
1032 CONTINUE 
C (1)8 5 PIO 
Y(25)=Y(26)+Y(27) 
C (1)8 6 AND 7 Pll 
C FOR METHOD A TO F, SET Ll=l TO 6 RESPECTIVELY. A-D ARE EXOGENOUS 
GO T0(1077,1077,1077,1077,1065,1066 ),Ll 
1065 Y(78)= .1 * (Y(15)-Y(25)» 
Y(79)= .1 * (Y(100)+Y(15)-Y(25) ) 
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GO TO 1077 
1066 Y(78)= .4 » (Y(15)-Y(25)) 
Y(79)= .4 » (Y(100)+Y(l5)-Yt25) ) 
1077 CONTINUE 
C (1)8 8 Pll 
Y(34)= Y(15)-Y<25) -Y(78)-Y(90) 
C (1)8 9 Pll 
C 
1091 DO 1173 J=l,4 
X(36,J) = X(96,J) + X(97,J) 
C (1)810 Pll 
X(37,J) =X(99,J) 
C (1)811 P12 
IF(I-l) 1111,1111,1112 
1111 TEMPI - 0. 
GO TO 1116 
1112 GO T0( 1113 ,1114, 1114,1115 ), J 
1113 TEMPI = C0N2 
GO TO 1116 
1114 TEMPI = C0N3 
GO TO 1116 
1115 TEMPI = C0N4 
1116 TEMP2= X(40,J)«Y(78) - TEMPI 
IF(TEMP2) 1117 ,1118 , 1118 
1117 TEMP2 = 0. 
1118 CONTINUE 
X(35,J)=.5*X(16,J)+X(17,J)+X(18,J)+X(19,J)+X(36,J)+Y(120)*X(37,J)+ 
1TEMP2 
C (1)812 P12 
C 
X(32,J)= X(128,J) » X(35,J> 
C 
C (1)813 P12 
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1131 
1132 
C (1)8 
1141 
1142 
1143 
1144 
1145 
1146 
1147 
1148 
1149 
1150 
1151 
TEMP3= X(35,J) 
IF( X(35,J)- 10000.)1132 ,1132 , 1131 
TEMP3=10000. 
X(48,J) = .1 * TEMP3 
14 P12 
TEMP3= X(35,J)-X(47,J)- X(48,J) 
IF(I-l) 1141,1141, 1142 
TEMPI=0. 
GO TO 1151 
GO TO ( 1143, 1144,1144, 1145), J 
TEMP2= C0N2 
GO TO 1146 
TEMP2= CGN3 
GO TO 1146 
TEMP2= C0N4 
TEMP1= Y(78) * X(40,J) - TEMP2 
IF(TEMP1 )1147 , 1148, 1148 
TEMP 1=0. 
IF(J-4) 1149, 1151, 1151 
IF(TEMP1-TEMP3) 1151, 1151 , 1150 
TEMP1=TEMP3 
X(201,J) = Y(124) * TEMP3-C0N1 * 
X(202,J) = Y(181) *(TEKP3 - 1000. 
X(203,J) = YI182) •(TEMP3 -2000. ) 
»(TEMP3 -3000. ) 
+X(202,J) * X(203,J) 
(TEMP3 - 4000. ) 
(TEMP3 - 8000. ) 
(TEMP3 -12000. ) 
Ul 
<T» 
W 
TEMPI 
) 
X(204,J) 
X ( 43,J ) = 
X(44,J)= 
X(45,J)= 
X(46,J)= 
00 1156 
1153 
1154 
= Y(183) 
X(201,J) 
Y(125)» 
Y(126)» 
Y(127)» 
11=43,46 
IF(X(II,J))1153,1154,1154 
X(I1,J)= 0. 
IF( X(11+158, J ) ) 1155,1156,1156 
• X(204,J) 
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1155 X( Il + 158 , J ) = 0. 
1156 CONTINUE 
TEMl =CON5*(TEMP3-16000.) 
TEM2=.04*(TEMP3-20000.) 
TEM3 = C0N6*(TEMP3-24000.) 
TEM4 = C0N5»(TEMP3-28000.) 
TEM5=.03»(TEMP3-32000.I 
TEM6=.03»(TEMP3-36000.I 
TEM7=.03*(TEMP3-40000.) 
TEM8=CON7*(TEMP3-44000.I 
TEM9=.03*(TEMP3-52000.) 
TEM10=C0N7*(TEMP3-64000.) 
X(210,J)=MAX1F(0.,TEMl)+MAXlF(0.,TEM2)+MAXlF(0.,TEM3)+MAXlF(0. 
1TEM4)+MAX1F(0.,TEM5)+MAX1F(0.,TEM6)+MAX1F(0.,TEM7)+MAX1F 
2(0.,TEM8)+MAX1F(0.,TEH9)+MAX1F(0.,TEM10) 
C (1)815 P13 
TEMPI =X(35,J) 
IF(X(35,J) - 5000.) 1159,1159,1158 
1158 TEMPI = 5000. 
1159 X(55,J) = .05 * TEMPI 
C (1)816 P13 
TEMPI - Y(122) • (X(35,J)-X(55,J)-X(116,J) ) 
X(50,J) = TEMPI 
X(51,J) = TEMPI - 1000. * Y(122) 
X(52,J) « TEMPI - 2000. • Y(122) 
X(53,J) = TEMPI - 3000. * Y(122) 
X(54,J) = TEMPI - 4000. * Y(122) 
TEMP1=0. 
DO 1163 11=50,54 
IF<X(U,J)) 1161, 1162,1162 
1161 X(I1,J)=0. 
1162 TEMPI = TEMPI +X(Il,j; 
1163 CONTINUE 
Figure 8 (Continued) 
c  (1)817 P14 
TEMP2=TEMPl-X(56tJ) 
IF(TEMP2) 1171,1172,1172 
1171 TEMP2=0. 
1172 X(42,J) =X(43,J)+X(44,J)+X(45,J)+X(46,J)+ TEMP2+X(210,J) 
1173 CONTINUE 
C STMNT 1173 IS END OF DO STARTED BY STMNT 1091 
C (1)818 P14 
Y(80)=Y(100)+Y(15)-Y(25) 
C (1)819 P14 
Y(71)=Y(82) * (Y(80)+Y(81)-Y(79) ) 
C (1)820 P14 
DO 1201 J=l,4 
X(68,J)= X(69,J) * Y(71)*Y(105) 
1201 CONTINUE . 
C (1)821 P15 o! 
X(107,1)=X(68,2)+X(68,3)+X(68,4) ^ 
C (1)822 P15 
C 
1221 DO 1281 J=l,4 
TEMP9 = X(2l,J) 
IF(TEKP9)1223,1222,1222 
1222 TEMP9 = 0. 
1223 X(84,J)= .5 »(X(107,J)-X(106,J)»X(83,J) ) 
C (1)823 P15 
X(86,J)= X(107,J)-X(84,J) - .0004 * X(107,J) 
C (1)824 PIS 
TEMPI « XC40,J) »Y(78) 
GO T0(124l ,1242,1242, 1243 ),J 
1241 TEMP2=C0N2 
GO TO 1244 
1242 TEMP2= C0N3 
GO TO 1244 
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1243 TEMP2=C0N4 
1244 T6MP3= TEMPI -TEMP2 
IF(I-l) 1245 ,1245 ,1246 
1245 TEMP4= 0. 
GO TO 1249 
1246 IF( TEMP3 ) 1247 , 1248,1248 
1247 TEMP3 =0. 
1248 TEMP4 = TEMPI - TEMP3 
1249 CONTINUE 
X(67,J) = X(35,J)+X{98,J)+X(109,J) -X(41,J)-X(32,J)-X(42,J) 
1-.5* X(16,J) • X(174,J) + X{177,J) + TEMP4+Y(119)»TEMP9 
C (1)825 P16 
X(70,J) = X(67,J) - X(68,J) 
C (1)826 P16 
C X76 IS IDENTICALLY ZERO UNDER THE PRESENT FORMULATION 
X(76,J) = X(67,J) - X(68,J) - X(70,J) 
C (1)827 P16 
X(92,J) = X(70,J) 
C (1)828 P17 
X(93,J) = X(22,J) 
C SEE 1221 FOR BEGINNING OF 00 LOOP 
1281 CONTINUE 
IF(X(169,2)) 1285, 1285, 1284 
1284 X(93,l) =0 
1285 CONTINUE 
C 
C (1)829 P17 
Y(94) = Y(26) 
C (1)830 P17 
Y(95) = Y(27) 
C (1)831 P17 
C 
DO 1331 J=l,4 
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XC97,J) =X(84,J) 
C (1)832 P17 
X(98,J) =X(70,J) 
C (1)833 P17 
X(99,J) = X(37,J) + X(76,J) 
1331 CONTINUE 
C 
C (1)834 PI8 
Y(IOO) = Y(80) 
C 
C (1)835 P18 
C 
DO 1361 J=l,4 
C 
X(103,J) = X(43,J)+ X(44,J) + X(45,J) + X(46,J)+X(210, 
C (1)836 P18 
X(109,J) = X(86,J) 
1361 CONTINUE 
C 
C (1)837 PIS 
Y(lll) = Y(24) 
C (1)838 PIS 
Y(112) = Y(34) 
C (1)839 P18 
C 
DO 1401 J=l,4 
C 
X(113,J) = X(70fJ) 
IF(X(113,J)) 1374, 1375, 1375 
1374 X(113,J) = 0 
1375 CONTINUE 
C (1)840 P18 
X(116,J) = X(103,J) 
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1401 CONTINUE 
IF(X(169,2)) 1405, 1405, 
1404 X(113,l)=0 
1405 CONTINUE 
1404 
C 
C 
C 
C 
C 
(1)641 P19 
Y(129)= Y(4)+Y(5)+Y(6)+Y(7)+Y{8)+Y(9)+ 1.32 *(Y(10)-Y(13)) +Y(13) 
1+X(20,1) +X(20,2)+ X(Z0,3)+ X(20,4) + Y(25) + Y(78) + X(16,1) • 
2 X(16,2)+X(16,3)+X(16,4)+X(17,l)+X(17,2)+X(17ë3)+X(17,4) 
3+Y(119)*10000. 
(1)B42 P19 
C 
C 
C 
TEMP1= 0. 
TEMP2 = Y(105) * YC71) 
TEMP3 = 0. 
DO 1422 J= 2,4 
TEMP3=TEMP3 + X(130,J) 
X(131,J) = X(139,J) +X(68,J) 
IF(X(169,J)11422,1422,1421 
1421 TEMPI* 1. 
1422 CONTINUE 
IF( TEMPI )1423,1423, 1424 
1423 X(131,l) =X(139,1) - TErP3 • 
GO TO 1425 
1424 X(131,1) = X(161,1)*0.6558 » 
1 { X(139,1) - (TEMP3+X(106,1)) 
1425 CONTINUE 
(1)843 P19 
+ X(130,J) * X(83,1)+X(169,J)*TEMP2 
X(83,l) - X(106,1) * X(83,l) 
X(40,l) * Y(105) 
» X(83,l) ) 
• Y(71) + 0.3273 * 
CO 1432 J=l,4 
X(133,J)=X(50,J)+X(51,J)+X(52,J)+X(53,J)+X(54,J) - X(56,J) 
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IF( X(133,J))1431,1432 ,1432 
1431 X(133,J) = 0. 
14^2 CONTINUE 
C 
C t1)844 P20 
C 
Y(135) = Y(26)+Y(27) + X ( 42,1)+X(42,2)+X(42,3)+ XC42,4) 
C 
C (1)845 P20 
C 
1451 DO 1589 J =1,4 
X(137,J) =X(40,J)* Y(105)* Y(71) 
C 
C (1)846 P20 
G 
X(141,J)=X(137,J) - X(131,J) 
C 
C (1)847 P20 
C 
X(139,J) = X(131,J) 
C 
G (1)848 P20 
G 
X(143,J)=X(137,J)+ X(21,J)+X(76,J)+X(22,J)+X(145,J)+X(172,J) 
1-X(173,J) 
G 
G (1)849 P20 
G 
X(147,J)=X(143,J) + X{146,J)- X(22,J)-X(170,J)-X(171,J)«X(137 , JI 
G 
G (1)850 P20 
G 
X(149,J) = X(143,J) - X(22,J) -X(170,J) -X(171,J) » X(137,J) 
Figure 8 (Continued) 
C P2l 
C 
X(151fJ) = 1590- + X(185,J) * X(149,J) 
C 
C (1)852 P21 
C 
X(153,J) = X(147,J) - XllSlfJ) 
IF( X(153,J))1521, 1522,1522 
1521 X(153,J) = 0. 
1522 CONTINUE 
C 
C (1)853 P2l 
G 
IF ( X(175,J)-.5) 1532,1531, 1531 
1531 X(155,J) = .5 * X(153,J) - 60000. 
GO TO 1533 
1532 X(155,J) = (1.0 - X(175,J)) * X(153,J) -60000. 
1533 IF(X(155,J)) 1534,1535,1535 
1534 X(155,J) =0. 
1535 CONTINUE 
C 
C (1)854 
C 
P2l 
IF (X(155,J -100000. ) 1541,1541, 1548 
1541 IF (X(155,J - 60000. ) 1542,1542, 1549 
1542 IF (X(155,J - 50000. ) 1543,1543, 1550 
1543 IF (X(155,J - 40000. ) 1544,1544, 1551 
1544 IF (X(155,J - 30000. ) 1545,1545, 1552 
1545 IF (X(155,J - 20000. ) 1546,1546, 1553 
1546 IF (X(155,J - 10000. ) 1547,1547, 1554 
1547 IF (X(155,J - 5000. ) 1556,1556, 1555 
1548 X(157,J)= X 157,J) + .02 *(X(155,J) -100000. ) 
Figure 8 (Continued) 
1549 X(157,J)= X(157,J) + .03 *(X(155,J)- 60000. 
1550 X(157,J)= X(157,J) + .03 *(X(155,J)- 50000. 
1551 X(157,J)= X(157,J) + .04 »(X(155,J)- 40000. 
1552 X(157,J)= X(157,J) + .04 *(X(155,J)- 30000. 
1553 XI157,J)= X(157,J) + .03 »(X(155,J)- 20000. 
1554 X(157,J)= X(157,J) + .04 »(X(155,J)- 10000. 
1555 X(157,J)= X(157,J) + .04 *(X(155,J)- 5000. 
1556 
r-
X(157,J)= X(157,J) + .03 » X(155,J) 
C (1)855 P21 
TEMP4 =0. ' 
TEMPI = X(155,J) - 140000. 
TEMP2 = X(155,J) - 90000. 
TEMP3 = X(155,J) - 40000. 
IF (TEMPI)1559,1559, 1561 
1559 IF (TEMP2)1560,1560, 1562 
1560 IF (TEMP3)1564,1564, 1563 
1561 TEMP4 = TEMP4 + TEMPI 
1562 TEMP4 = TEMP4 + TEMP2 
1563 TEMP4 = TEMP4 + TEMP3 
1564 X(159,J) = X(157,J) - .008 » TEMP4 
THPll = .008 » TEMP4 
C 
C (1)1056 P22 
C 
TEMPl= X(161,J) » (X(149,J)-X(159,J) - X(151,J) ) 
TEMP2=(l. - X(161,J)) » (X(149,J)- X(159,J) - X(151,J) ) -
1 15000. * X(162fJ) 
TEMP8=0. 
TEMP9=0. 
TEMP3 = TEMPI - 140000. 
TEMP4 = TEMPI - 90000. 
Figure 8 (Continued) 
TEMPS = TEMPI - 65000. 
TEMP6 = TEMPI - 50000. 
TEMP7 = TEMPI - 40000. 
IF(TEMP3) 1567,1567,1571 
1567 IF(TEMPA) 1568,1568,1572 
1568 IF(TEMP5) 1569,1569,1573 
1569 IF(TEMP6) 1570,1570,1574 
1570 IF(TEMP7) 1576,1576,1575 
1571 TEMPS = TEMP8 • TEMP3 
1572 TEMP8 = TEMP8 + TEMP4 
1573 TEMPS = TEMPS + TEMPS 
1574 TEMPS = TEMPS + TEMP6 
1575 TEMPS = TEMPS + TEMP7 
1576 TEMP3 = TEMP2 - 100000. 
TEMP4 = TEMP2 - 50000. 
TEMPS = TEMP2 - 25000. 
TEMP6 = TEMP2 - 10000. 
TEMP7 = TEMP2 
IF(TEMP3) 1577,1577,1581 
1577 IF(TEMP4) 1578,1578,1582 
1578 IF(TEMP5) 1579,1579,1583 
1579 IF(TEMP6) 1580,1580,1584 
1580 IFCTEMP7) 1586,1586,1585 
1581 TEMP9 = TEMP9 • TEMP3 
1582 TEMP9 = TEMP9 + TEMP4 
1583 TEMP9 = TEMP9 + TEMPS 
1584 TEMP9 = TEMP9 + TEMP6 
1585 TEMP9 = TEMP9 + TEMP7 
1586 X(163,J) = .01 • ( TEMPS + TEMP9) 
IF( X(163,J) - TMPll) 1587,1588, 1588 
1587 X(163,J» = TMPll 
1588 CONTINUE 
C 
Figure 8 (Continued) 
Ln 
NJ 
c (1)857 P23 
C 
X(165,J) = X(159,J) + X(163fJ) 
C 
C (1)858 P23 
C 
Y(167) = Y(167) • X(137,J) 
C 
1589 CONTINUE 
C END OF DO LOOP BEGUN AT STATEMENT 1451 
Y(198)=.6»Y(167) 
C 
c  ( 1 )859 P23 
C 
Y(176) = X(Ï43,1) -(X(180,l)+X(137,l)+X(151,l)+X(165,l) ) ^ 
C 
C (1)860 P23 ^ 
C 
DO 1590 J=l,4 
X(177,J) =0 
1590 CONTINUE 
IF (X(169,2)) 1603, 1603, 1592 
1592 X(177,1) = X(161,J) * Y(176) • X(146,1) + X(195,1) 
IF( X(162,1) ) 9999,1601,1602 
1601 STOP 1601 
1602 CONTINUE 
X(177,2) = (1.0 - X(161,1)) * Y(176)/ X(162,1) 
X(177,3) = (1.0 - X(161,1)) * Y(176)/ X(162,1) 
X(177,4) = (1.0 - X(161,l)) • Y(176) » 5.0 / X(162,1) 
1603 CONTINUE 
C 
C 
C 
Figure 8 (Continued) 
c  
c n 
c  METHOD 0.00000 
C 
c  
WRITE OUTPUT TAPE 2, 8025 
8025 FORMAT*IHl , 7( 17H N Y ) / ) 
C 
8022 FORMAT* 7(I4,F13.4)) 
8032 FORMAT* 2lI7,4F13.4)) 
8001 WRITE OUTPUT TAPE 2,8022 ,N(1),Y(1),N*2),Y(2),N(3),Y(3),N(4),Y(4), 
1N*5),Y*5),N*6),Y*6),N(7),Y*7),N(8),Y(8),N(9),Y(9),N(10),Y(10), 
2N*ll),Y*Il),N*12),Y*12),N(13),Y*13),N114),Y*14) 
WRITEOUTPUT TAPE 2,8022 , N(15),Y * 15),N* 23 ) , 
3Y*23),N124),Y{24),N*25),Y*25),N*26),Y*26),N*27),Y*27),N*28),Y<28), oi 
4N129),Y*29),N*30),Y(30),N*34),Y*34),N*71),Y*7l),N{78),Y*78),N*79), 
5Y*79),Nt80),Yt80) 
WRITECUTPUT TAPE 2,8022 , N* 81),Y * 81),N* 82),Y * 82),N* 90),Y * 90), 
1N(94),Y*94), 
6N*95),Y*95),Nt100),Y(100),Nt105),Y*105),N(111),Y*lll),N*117), 
7Y(117),N*119),Y*119),N*120),Y*120),N*121),Y*121),N*122),Y*122), 
8N*12 3),Y*123),N*124),Y*124),N*125),Y*125),N*126),Y*126),N*127), 
9Y(127),N*129),Y*129),N*135),Y*135),N*167),Y*167) 
8003 WRITE OUTPUT TAPE 2,8022, N1176),Y * 176),N* 181),Y 1181),N1183), 
1Y*183),N(184),Y*184),N*186),Y*186),N*187),Y*187),N*188),Y*188), 
2N*189),Y*189),N*190),Yl190),N*191),Ytl91),N*192),Y*192),N*193), 
3Y*193),N*194),Y*194) , Ntl98), Y*198) 
C 
WRITE OUTPUT TAPE 2, 8026, l*IQl, IQl=l,4) , IQ2=1,2 ) 
8026 FORMAT* // 7H N ,4*8H X(N, 12, 3H) ) 
l , 7H N ,4(8H X(N, 12, 3H) ) / ) 
C 
8011 WRITE OUTPUT TAPE 2,8032 , N(16),tX(16,J),J=l,4), N(17),*X*17,J ) , 
Figure 8 (Continued) 
1J=1,4), N(18),(X(18,J),J=1,4), N(19),(X(19,J),J=l,4), N(20), 
2(X(20,J),J=1,4), N(21),(X(21,J),J=1,4), N(22),(X(22,J),J=1,4), 
3N(32),(X(32,J),J=1,4), N(35),(X(35,J),J=1,4 ) , N(36), 
4(X(36,J),J=1,4), N(37),(X(37,J),J=lt4), N(40),(X(40,J),J=1,4) 
WRITE OUTPUT TAPE 2,8032 , 
5N(41),(X(41,J),J=1,4), N(42),(X(42,J),J=1,4), N(43), 
6(X(43,J),J=1,4), N(44),(X(44,J),J=1,4), N(45),(X(45,J),J=1,4), 
7N(46),(X(46,J),J=1,4), N(47),(X(47,J),J=1•4), N(48), 
8(X(48,:J) ,J = 1,4) ,N(50), (Xt50,J) , J = l,4) ,N(51), {X{51,J) ,J=1,4) ,N(52) 
9CX(52,J),J=1,4),NI53),(X(53,J),J=1,4) 
8013 WRITE OUTPUT TAPE 2,8032 , N(54), 
1(X(54,J),J=l,4),N(55),(X(55,J),J=l,4), N(56),(X(56,J),J=1,4), 
2N(67),(X(67,J),J=l,4), N(68),(X(68,J),J=1,4),N(69), 
3CX(6g,J),J=1,4),N{70),(X!70,J),J=l,4),N(76),(X(76,J),J=l,4) 
WRITE OUTPUT TAPE 2,8032 , 
4N(83),(X(83,J),J=lt4),N(84),(X(84,J),J=l,4),N(86),(X(86,J),J=l,4) 
5N(92),(X{92,J),J=1,4),N(93),(X(93,J),J=l,4),N(96),IX(96,J),J=l,4) 
6NI97),{X(97,J),J=l,4),N(98),(X(98,J),J=l,4),N(99),(X(99,J),J=l,4) 
7N(101),(X(101,J),J=l,4),N(103),(X{103,J),J=l,4),N(106), 
8(X(106,J),J=l,4),N{107),{X(107,J),J=l,4),N(109),{X(109,J),J=1,4), 
9N{113),tX(113,J),J=1,4),N(116),(X(116,J),J=1,4) 
8015 WRITE OUTPUT TAPE 2,8032, N(128),(X{128,J),J=1,4),N(130>, 
1(X(130,J),J=1,4),N(131),(X(131,J),J=1,4),N(133),(X(133,J),J=l,4), 
2N(137),(X(137,J),J=1,4),N(139),(X(139,J),J=1,4),N(141), 
3(X(141,J),J=1,4),N(143),(X(143,J),J=1,4),N(145),(X(145,J),J=1,4), 
4N(146),(X(146,J),J=1,4),N(147),(X(147,J),J=1,4),N(149), 
5(X(149,J),J=l,4),N(151),(X(15l,J),J=1,4),N(153),<X(153,J),J=1,4) 
WRITE OUTPUT TAPE 2,8032 , 
6N(155),(X(155,J),J=1,4),N(157),(X(157,J),J=1,4),N(159), 
7(X(159,J),J=1,4),N(161),(X(161,J),J=1,4),N(162),(X(162,J),J=1,4), 
8N{163),(X(163,J),J=l,4),N(165),(X(165,J),J=1,4},N(169), 
9(X(169,J),J=l,4),N(170),(X(170,J),J=l,4),N(171),(X(171,J),J=l,4) 
8017 WRITE OUTPUT TAPE 2,8032, N(172),(X(172,J),J=1,4),N(173), 
Figure 8 (Continued) 
NY I 25) = 199 
NX( 1) = 16 
NX( 2) = 17 
NX( 3) = 18 
NX{ 4) = 20 
NX( 5) = 21 
NX( 6) = 22 
NX( 7) = 32 
NX( 8) = 35 
NX( 9) = 38 
NX( 101 = 39 
NX( 11) = 40 
NX( 12) = 41 
NX( 13) = 42 
NX( 14) = 48 
NXl 15) = 49 
NX( 16) = 55 
NX( 17) = 57 
NX( 18) = 67 
NX( 19) = 68 
NX( 20) = 70 
NX( 21) = 72 
NX( 22) = 73 
NX( 23) = 75 
NX( 24) = 84 
NX( 25) = 85 
NX( 26) = 86 
NX( 27) = 87 
NX( 28) = 102 
NX( 29) = 116 
NX( 30) = 118 
NX( 31) = 131 
NX( 32) = 132 
Figure 8 (Continued) 
Ui 
o\ 
NX( 33)=133 
NX( 34)=134 
NX( 35)=137 
NX( 36)=138 
NX( 37)=141 
NX( 38)=142 
NX( 39)=143 
NX( 40)-144 
NXi 4l)=l47 
NX( 42)=148 
NX( 431=149 
NX( 44)=150 
NX( 45)=15l 
NX( 46)=152 
NX( 47)=155 
NX( 48) = 156 
NXI 49}=157 ^ 
NXI 50)=158 
NXI 511=159 
NXI 521=160 
NXI 531=163 
NXI 541=164 
NXI 551=165 
NXI 561=166 
NXI 571=177 
NXI 581=179 
IFIl-IYEARl 9326,9325,9325 
9325 WRITE TAPE 4, INYIJ1,J = 1,251,I NXIJ1,J=1,581 
9326 DO 9327 NS=1,25 
N6=NYINS1 
9327 AYINS1=YIN61 
DO 9328 NS=1,58 
N6=NXINS1 
Figure 8 (Continued) 
1(X(173,J),J=1,4),N(174),(X(174,J),J=1,4),N(175),(X(175,J),J=1,4), 
2N{ 177), {X( 177, J),J=1,4) ,N( 180), (X(180, J), J = l,4) ,NM85) , 
3(X(185,J),J=l,4),N(195),(X(195,J),J = 1,4),N(196),(X(196,J),J = 1,4 ) , 
4Nl197),(X(197,J),J=1,4),N{201),(XÏ201,J),J=1,4),N(202), 
5(X(202,J),J=1,4),N(203),(X{203,J),J=1,4),N(204),(X(204,J),J=l,4) 
WRITE OUTPUT TAPE 2, 8032, N(210),tX(210,J),J=1,4) 
c  
c  END OF REGULA 
c  
NY( 1 )  =  1  
NY( 2 )  =  2  
NY( 3) = 7  
NY( 4 )  =  a  
NY( 5 )  =  1 3  
NY( 6  )  =  1 5  
NY( 7 )  =  2 3  
NY( 8 )  =  2 4  
NY( 9) = 2 5  
NY{ 1 0 )  =  2 6  
NY( 1 1 )  =  2 7  
NY( 1 2 )  =  30 
NYC 1 3 )  =  7 1  
NY( 1 4 )  =  7 4  
NY{ 15) = 78 
NY( 1 6 )  =  7 9  
NY( 1 7 )  =  1 2 9  
NY( 1 8 )  =  1 3 5  
NY( 1 9 )  =  1 3 6  
NY( 2 0 )  =  1 6 7  
NY( 2 1 )  =  1 6 8  
NY( 2 2 )  =  1 7 6  
NY( 2 3 )  =  1 7 8  
NY{ 2 4 )  =  1 9 8  
Ln 
00 
Figure 8 (Continued) 
DO 9328 J=l,4 
9328 AXINSfJ)=XIN6,J) 
WRITE TAPE 4,(AY(N5),N5=1,25);((AX(N5,J),J=1,4),N5=1,58) 
C 
C 
9990 CONTINUE 
DO 9992 J= 1.4 
G( 1,J) = X( 92,J 
Qi 2.J) = X( 93,J 
3, J) = X( 97,J 
Q( 4, J) X( 98,J 
Q( 5, J) = X( 99,J 
Q( 6,J) = X(101,J 
G( 7,J) X(109,J 
QI 8,J) X(110,J 
Q( 9,J) X(116,J 
Q(10,J) X(118,J 
0(11,J) X(139,J 
Q(12,J» X(140,J 
Q(13,J) X(177,J 
Q(14,J) X(179,J 
P(3) = Y(IOO) 
Pi I) = Y( 941 
P(2) = Y( 95» 
DO 9995 J=l,4 
IF(METHD-l) 9993, 9994, 9998 
9993 Q(15,J) = X(113,J> 
GO TO 9995 
9994 Q(15,J) = X(114,J) 
9995 CONTINUE 
P( 10) = Y(lll) 
P(ll) = Y(129) 
Figure 8 (Continued) 
P(12) = Y(198) 
P(13) = Y(199) 
RETURN 
C 
9996 STOP 9996 
9997 STOP 9997 
9998 ST0P9998 
9999 STOP 9999 
IQ2=IQ2 
END 
FLAG FORT ,SIML2 ,OECK 
SUBROUTINE SIML2 
C NEIL HARL PHASE 4 FARM CORPORATION STUDY 
C SIMULATOR EQUATIONS 
C u, 
DIMENSION X(210,4) , Yt210) , Z(10,l) oo 
DIMENSION N(210) ° 
DIMENSION P(25), Q(15,4) 
DIMENSION NY(30) , NX(60) , AYOG) , AX(58,4) 
COMMON P,Q,METHD,IRUN,lYEAR 
C 
C 
C LI MUST BE SET TO 1,2,3,4,5 OR 6 FOR COMPUTED GO TO.SEE P.II OR 24 
C 
C FOR USE OF FIRST COLUMN OF Z ARRAY, SEE PAGE 7 (SOCIAL SECURITY) 
5 
0 METHD= 0 FOR REGULAR METHOD OF TAXATION 
C METHD= I FOR SUBCHAPTER S METHOD OF TAXATION 
C 
C 
I = lYEAR 
C 
Figure 8 (Continued) 
DO 10 18=1,210 
10 N(I8)=I8 
C 
C 
READ TAPE 5,JJ3,JJ2,L1,L2,((X(JJ4,JJ5),JJ5=1,4),JJ4=1,210) 
WRITE OUTPUT TAPE 2,1,L1,L2 
1 FORMAT (7110) 
IF{JJ3-IRUN) 9996,2,9996 
2 IFIJJ2-IYEAR)9997,6,9997 
6 CONTINUE 
Y( 1) =X( 1,1 
Yl 2) =X{ 2,1 
Y( 3) =X( 3,1 
Y( 4) = X( 4,1 
Y( 5) =X( 5,1 
Y( 6) =XI 6,1 
Y( 7) = X( 7,1 
Y( 8) = X( 8,1 
Y{ 9) = X( 9,1 
Y( 10) =XI 10,1 
Y( 11) = X( 11,1 
Y{ 12) =X( 12,1 
Y( 13) =XC 13,1 
Y( 14) =X( 14,1 
Y( 15) = X{ 15,1 
YC 23) = XI 23,1 
Y( 24) =X( 24,1 
Yt 25) =X( 25,1 
Y( 26) =X( 26,1 
Y( 27) = X( 27,1 
Y( 28) =X( 28,1 
Y( 29) = X( 29,1 
Y( 30) =X( 30,1 
Figure 8 (Continued) 
Y( 33)=X( 33,1 
YC 34)=X( 34,1 
YC 71)=X( 71,1 
YC 74)=X( 74,1 
Y( 78}=X( 78,1 
Y{ 79)=X( 79,1 
Y( 80)=X( 80,1 
Y( 81)=X( 81,1 
YC 82)=XC 82,1 
YC 90)=X( 90,1 
YC 94)=X( 94,1 
YC 95)=XC 95,1 
YC100)=XC100,1 
YC105)=X(105,1 
Y(111)=X(111,1 
Y(112)=X(112,1 
YC115)=XC115,1 
YC117)=X(117,1 
YC119)=XC119,1 
Y(120)=XC120,1 
Y(121)=XC121,1 
YC122)=XC122,1 
YC123)=XC123,1 
YC124)=X(124,1 
Y(125)=XC125,1 
YC126)=X(126,1 
YC127)=X(127,1 
YC129)=XC129,1 
YC135)=XC135,1 
YC136)=XC136,l 
YC167)=XC167,1 
YC168)=XC168,1 
Y(176)=XC176,1 
Figure 8 (Continued) 
Ln 
00 
N3 
Y(178)=X(178,1Î 
Y( 181) = X(181,1) 
Y(182)=X(182,1) 
Y(183)=X(183,1) 
Y(184)=X(184,1) 
Y(186)=X(186,1) 
Y(187)=X(187,1) 
Y(188)=X(188,1) 
Y(189)=X(189,1) 
Y(190)=X{190,1) 
Y(19l)=Xl191,1) 
Y(192)=X(192,1) 
Y(193)=X(193,1) 
Y(194)=X(194,1) 
Y(198)=X(198,1) 
Y(199)=X(199,1) 
Y( 94) = P( 1) 
Y( 95) = P( 2) 
Y(IOO) = P( 3) 
00 4 J=l,4 
X(177,J) = Q(13,J 
X(140,J) = 0(12,J 
X(139,J) = 0(11,J 
X(118,J) = 0(10,J 
X(116,J) = Q( 9,J 
X(110,J) = Qt 8,J 
X(109,J) = Q( 7,J 
X(101,J) = 0( 6,J 
X( 99,J) = Q( 5,J 
X( 92,J) = Q( 1,J 
X( 98,J) = Q( 4,J 
X( 97,J) = Q( 3,J 
X( 93,J) = Q( 2,J 
Figure 8 (Continued) 
Ln 
00 
W 
A X(l79,o» = Q(14,J) 
Y( 1) = P(4) 
Y(190) = P(5) 
Y(191) = P(6) 
Y(192) = P(7) 
Y(193) = P(8) 
Y(194) = P(9) 
2 ( 1 , 1 )  =  0 . 0  
Z(2.l) = 0.0 
Z(3,1) = 0.04 
Z(4,1) = 0.04 
2(5,1) = 0.045 
2(6,I) = 0.045 
2(7,1) = 0.05 
2(8,1) = 0.06 
2(9,1) = 0.06 
2(10,1)= 0.0625 
C 
C CORRECTIONS TO ORIGINAL EXOGENOUS TAPE 
IF(IYEAR-3) 8631, 8632, 8631 
8631 IF(IYEAR-4) 8633, 8632, 8633 
8632 Y(122)=.008 
8633 CONTINUE 
IF(IYEAR-6) 8634, 8635, 8635 
8634 X(162,3)=1.3333 
8635 CONTINUE 
C 
IF (L2-1) 9999, 8650, 8640 
8640 IF(L2-2) 9999,8660,9999 
8650 C0N1= .04 
C0N2= 100. 
C0N3= 50. 
C0N4= 250. 
Figure 8 (Continued) 
Ln 
00 
C0N5=.04 
C0N6=.05 
CQN7=.03 
GO TO 8670 
8660 CONl= 0. 
C0N2= 200. 
C0N3= 100. 
C0N4= 500. 
C0N5=.03 
CCN6=.04 
C0N7=.02 
8670 CONTINUE 
IF(IRUN-35) 8680, 8672, 8671 
8671 IF(IRUN-36) 8680, 8672, 8680 
8672 IF(IYEAR-7) 8680, 8679, 0676 
8676 IF(IYEAR-8) 8680, 8679, 8677 
8677 IF(IYEAR-9) 8680, 8679, 8678 
8678 ooio 1 r I i r i;I 
8679 X{17,1) =0 
8680 CONTINUE 
-10) 8680, 8679, 8679 
STEP 2 SECTION (DA 
(DA SECTION APPLICABLE TO 
(DA I P7 
IF(1-6) 12, 13 ,13 
12 TEMP1=0. 
GO TO 16 
13 IF(Y(ll)-10000. )15, 14, 
14 TEMPI = 10000. 
REGULAR AND 
14 
Figure 8 (Continued) 
SUBCHAPTER S TAXATION METHODS 
GO TO 16 
15 TEMP1= Y(ll) 
16 IF!1-2) 17,18 ,18 
17 TEMP2=0. 
GO TO 19 
18 TEMP2 = Y( 12) 
19 Y(10)= .2*(TEMP1 + TEMP2 ) + Y(13) + Y(14) 
C (DA 2 P7 
Y(3)=Y(A)+Y(5)+Y(6)+Y(7)+Y(8)+Y{9)+Y(10) 
C (DA 3 P7 
Y(2)=Y(1)-Y(3)-Y(119)«10000. 
C (DA A P7 
D071 J=l,4 
IF(1-7)41 ,45 , 45 
41 IF(X(17,J)- 4200.) 47,42,42 
42 TEMP1= 4200. 
GO TO 48 
45 IFtX(l7,J)-4800. ) 47, 46, 46 
46 TEMP1= 4800. 
GO TO 48 
47 TEMPI = X(17,J) 
48 X(16,J)= Z(I,D * TEMPI 
C (DA 5 P8 
X(21,J) = X(92,J) 
C (DA 6 P8 
X(18,J) = Y(119) * X(2l,J) 
IF(X(18,J)) 61, 62 ,62 
61 X(18,J) =0. 
62 CONTINUE 
C (DA 7 P8 
X(20,J) = .15 » X(17,J) 
71 CONTINUE 
C (DA 8 P9 
Figure 8 (Continued) 
TEMP2=0. 
00 83 J =1,4 
83 TEMP2= TEMP2+ X(16,J) +X(17,J)+X{19,J ) + X(20,J) 
Y(15) = Y(2) - TEMP2 + Y(90) 
C (1)A 9 P9 
DO 102 J=l,4 
X(22,J) = X(93,J) »(1. + Y(119)) • X(20,J) 
C (I)AIO P9 
Y(23) = Y(23) + X(22,J) 
102 CONTINUE 
C (l)All P9 
Y(24) = .5 * Y(23) 
C (1)A12 P9 
YOG) = 400. * ( Y(I90)«Y(106) + 2. * Y ( 191 ) »Y ( 187 ) + 
1 Y(192)»Y(188) + Y(193)*Y(189) + Y(194)»Y{189) ) 
C 
C 
C 
C 
2011 CONTINUE 
C 
C 
C 
C STEP 2 SECTION (DC 
C (DC SECTION APPLICABLE TO SUBCHAPTER S METHODS OF TAXATION 
C 
C (DC I P23 
Y(25)= 0. 
Y(26)= 0. 
Y(27)= 0. 
Y(28)= 0. 
Y(29)= 0. 
Y(94)= 0. 
Figure 8 (Continued) 
I TO 6 RESPECTIVELY. A-D ARE EXOGENOUS 
24,2024, 2022,2023),LI 
h Y(15)) 
2036 
Y(95)= 0. 
C (DC 2 AND 3 P24 
C FOR METHOD A-F, SET Ll= 
GO T0( 2024,2024,20 
C 
2022 Y(78)= .3 » Y(15) 
Y(79)= .3 * (Y(100)+ Y(15)) 
GO TO 2024 
2023 Y178)= .6 * Y(15) 
Y(79)= .6 * (Y(100) 
2024 CONTINUE 
IF(Ll-4) 2029,2029, 
2029 Y(78)=.20*Y(15) +Y(y8) 
Y(79)=.20*(Y(100)+Y(15)) +Y(79) 
2036 CONTINUE 
C (DC 4 P24 
Y(33 )^Y(15)-Y(78)-Y(90) 
C (DC 5 P24 
C 
2051 DO 2151 J=l,4 
C 
X(36,J) =X(96,J) + X(97,J) 
C (DC 6 P24 
X(37,J) =X(99,J) 
C (DC 7 P24 
X(39,J) = X(40,J) * Y(15) 
C (DC 8 P25 
X(38,J)= .5 * X(16,J)+X(17,J)+X(18,J)+X(19,J)+ X(36,J) + 
1Y(120) • X(37,J)+ X(39,J) 
C (DC 9 P25 
X(32,J) = X(128,J) » X(38,J) 
C (DCIO P25 
X(102,J)=.1*(X(38,J)- .5 * X(40,J)*Y(30)) 
Figure 8 (Continued) 
IF(X(102 ,J )-1000. ) 2102 ,2102, 2101 
2101 X( 102,J) = 1000. 
2102 CONTINUE 
C (l)Cll P25 
TEMPI = X(38,J) - X (47,J) - X(102,J) -
X(205,J) = Y(124) » TEMPI 
X(206,J) = Y(181) « (TEMPI - 1000.) 
X(207,J) = Y(182) « (TEMPI - 2000.) 
X(208,J) = Y(183) * (TEMPI - 3000.) 
X(58,J) = X(205, J) + X(206,J) + X(207 
X(59,J) = Y(125) « (TEMPI - 4000.) 
X(60 , J ) = Y(126) * (TEMPI - 8000.) 
X(61,J) = Y(127) * (TEMPI -12000.) 
DO 2114 11=58,61 
IF( X(Il ,J) ) 2111 ,2112, 2112 
2111 X( 11,J) = 0. 
2112 IF( X(11+147 ,J ) ) 2113, 2114,2114 
.5 » X(40,J)* Y(30) 
J) +X(208,J) 
2113 X( 11+147 , J ) = 0. 
2114 CONTINUE 
TEMl =C0N5»(TEMP1-16000.) 
TEM2=.04»(TEMPl-20000.) 
TEM3 = CGN6»(TEMPl-24000.) 
TÉM4 = C0N5»CTEMPl-28000.) 
TEM5=.03»(TEMPl-32000.I 
TEM6 = .03»(TEMP 1-36000.) 
TEM7 = .03»I TEMP 1-40000.) 
TEM8=C0N7»(TEHPl-44000.) 
TEM9=.03»(TEMP1-52000.) 
TEMl0=C0N7»(TEMPl-64000.) 
X(209,J)=MAX1F(0.,TEM1)+MAX1F(0. 
1TEM4)+MAX1F(0.,TEM5)+MAX1F(0.,TEM6)+MAX1F(0.,TEM7)+MAX1F 
2(0.,TEM8)+MAX1F{0.,TEM9)+MAX1F(0.,TEM10) 
: (1)C12 P26 
,TEM2)+MAX1F(0.,TEM3)+MAX1F(0. 
Figure 8 (Continued) 
X(49,J) = .05 * ( X(38,J) - .5» X(40,J)» Y(30)) 
IF( X(49,J)- 250. ) 2122,2122f 2121 
2121 X(49,J) = 250. 
2122 CONTINUE 
C (1)C13 P26 
TEMPI = Y(122) * (X(38,J)-X(49tJ)-X(118,J) - .5 * X(40,J)* Y(30)) 
DO 2132 11=62,66 
X(I1,J)= TEMPI - Y(122) « 1000. * FLOATF( 11-62) 
IF( X(I1,J) ) 2131,2132,2132 
2131 X(I1 ,J) = 0. 
2132 CONTINUE 
C 
C (1)C14 P26 
TEMPI = X{62,J)+X(63,J)+X(64,J)+X(65,J)+Xt66,J) - X(56,J) 
IF(TEMPl) 2141,2142,2142 
2141 TEMPI =0. 
2142 X(57,J) = X(58,J) + X(59,J)+ X(60,J)+ X(61,J)+X(209,J)+TEMPI 
C (l)C15 P27 
X(88,J) = X(101,J) + X(39,J) - X{40,J) * Y(78) 
C 
C END OF DO LOOP BEGUN AT 2051 
2151 CONTINUE 
Y(80)-YU00)+Y( 15) 
C 
C (1)C16 P27 
Y(74) = Y(82) * Y(81) 
C (1)C17 P27 
C 
DO 2171 J=l,4 
C 
X(73,J) = X(69,J) » Y( 74)» Y(105) 
2171 CONTINUE 
C 
Figure 8 (Continued) 
c (l)C18 P27 
X(108,1) = X(73,2) +X(73,3)+ X(73,4) 
C (l)C19 P28 
C 
2191 DO 2311 J=l,4 
C 
TEMP9 = X(21,J) 
IF(TEMP9) 2193,2192,2192 
2192 TEMP9 =0. 
2193 X( 85,J) = 0.5*(X(108,J)-X(106,J)»X( 83,J) ) 
C (1)C20 P28 
X{87,J) =X(108,J) - X(85,J) - .0004 • X(108,J) 
C (1)C21 P28 
X(72 ,J) = X(38,J)+X(9a,J)+X(110,J)+X(40,J)»Y{78)-.5»X(16,J)-X(32, 
1-X(39,J) -X(41,J) -X(57,J) +X(174,J) + X{179,J)+Y(l19)»TEMP9 
C (1)C22 P28 
X(75,JI = X(72,J)- X(73,JJ 
C (1)C23 P28 
C X77 IS IDENTICALLY ZERO UNDER THE PRESENT FORMULATION 
X(77,J) = X(72,J)- X<73,J)- X(75,J) 
C (1)C24 P29 
X(92,J) = X(75,J) 
G (1)C25 P29 
X193,J) = X(22,J) 
C (1)C26 P29 
X(97,J) = X(85,J) 
C (1)C27 P29 
X(98,J) = X(75,J) 
C (1)C28 P29 
X(99,J) = X(37,J)+ X(77,J) 
C (1)C29 P30 
X(101,J)= X(88,J) 
C (1)C30 P30 
Figure 8 (Continued) 
X(104,J)= XC58,J)+ X(59,J)+ X(60,J)+ X(6l,J) +X(209,J) 
C {l)C3l P30 
X(llO,J)= X(87,J) 
C 
C END OF DO LOOP BEGUN AT STATEMENT 2191 
2311 CONTINUE 
Y(100)=Y(80) 
IF(X(169,2)) 2314, 2314, 2313 
2313 X(93,l)=0 
2314 CONTINUE 
C 
C (l)C32 P30 
Y(lll) = Y(24) 
C (1)C33 P30 
DO 2335 J=l,4 
C m 
2331 X( 114,J) = X(75,J) iS 
IF (X{114,J)) 2334, 2335, 2335 
2334 X(114,J) = 0 
2335 CONTINUE 
IF(X(169,2)) 2337, 2337, 2336 
2336 X(114,l)=0 
2337 CONTINUE 
C (1)C34 P30 
Y(115) = Y(33) 
C (1)C35 P30 
DO 2351 J=l,4 
X(118,J) = X(104,J) 
2351 CONTINUE 
C 
C (1)C36 P3l 
Y(129)=Y(4)+Y(5)+Y(6)+Y(7)+Y(8)+Y(9)+ 1.32 » J Y(10)-Y(13)) +Y(13) 
l+X(20,l)+X(20,2)+X(20,3)+X(20,4) + Y(25) + Y(78) + X{16,1) + 
Figure 8 (Continued) 
2 X(16,2)+X(16,3)+X(16,4) + X(17,I)+X(17,2)+X(17,3)+X(17,4) 
3+Y(119)*10000. 
IF(X(169,2)) 2355, 2355, 2354 
2354 Y(129)=Y(129)+(l.-X(171,1))»X(88,1) 
2355 CONTINUE 
C (1)C37 P31 
TEMPI = 0. 
TEMP2 =Y(105) * Y(74) 
TEMP3 = 0. 
DO 2372 J=2,4 
TEMP3= TEMP3 + X(130,J) 
X(13 2,J)=X(140,J)+X(73,J)+X(130,J)flX(83,l) +X(39,J)-X(40,J) 
1*Y(78) +X(169,J)*TEMP2 
IF( X(169,J))9999 ,2372, 2371 
2371 TEMP1= I. 
2372 CONTINUE 
IFCTEMPl )9999,2373,2374 
2373 X(132,1)=X(140,1)-X(83,1)*(TEMP3+X(106,1))+X(39,1)-X(40,1)*Y(78) 
GO TO 2375 
2374 X( 132,1)=X(161,1)» .6558 * X(40,l)* TEMP2 + X{171,1)»X(88,1) + 
1 .3273 » ( X(140,l)-X(83,l) * (TEMP3 +X(106,1) ) ) 
2375 CONTINUE 
C (1)C38 P3l 
DO 2382 J=l,4 
X( 134,J) = X(62,J)+X(63,J)+X(64,J)+X(65,J)+X(66,J) - X(56,J) 
IF( XI134,J)) 2381,2382 ,2382 
2381 XI134,J)=0. 
2382 CONTINUE 
C ll)C39 P3l 
Y(136)=X(57,1)+ X(57,2)+X(57,3)+X(57,4) 
C ll)C40 P32 
C 
2401 DO 2521 J=l,4 
Figure 8 (Continued) 
c 
X(138,J) =X(40,J)*Y(105)*Y(74) + X(88,J) 
C (l)C4l P32 
X(14 2,J)=X(138,J)-X(132,J) 
C (1)C42 P32 
X(140,J)=X(132,J) 
C (1)C43 P32 
X(144,J)=X(138,J)+X(21,J)+X(77,J)+X(22,J)+X(145,J)+X(172,J) -
1 X(173,J) 
C (1)C44 P32 
Xt148,J) = X(144,J)+X(146,J)-X(22,J)-X(170,J)- X(171,J)»X1138,J) 
C (1)C45 P32 
X(150,J)=X(144,J)-X(22,J)-X(170,J)- X(171,J) » X(138,J) 
C (1)C46 P32 
X(152,J) = 1590. + X{185,J)»X(150,J) 
C (1)C47 P33 
X(154,J) = X(1 J) - X{152,J) 
C (l)C48 P33 
TEMP1= MIN1F( X(175,J) , .5 ) 
X(156,J)=MAX1F(0., (1.-TEMPI)»X{154,J)-60000. ) 
C (1)C49 P33 
/(158,J)=MAX1F(0.,.03*X(156,J))+MAXlF(0.,.04*(X(156,J)-5000.))+ 
1MAXIF{0.,.04»{X(156,J)-10000. ) ) + MAXlF(0.,.03»(X(156,J)-20000. ) ) + 
2MAXlF(0.,.04*(Xll56,J)-30000.))+MAXlF(0.,.04»(X(156,J)-40000.)) + 
3MAXlFt0.,.03»CX(156,J)-50000,))+MAX1F(0.,.03»(X(156,J)-60000.)) + 
4MAX1F(0.,.02»(X(156,J)-100000. ) ) 
C (1)C50 P33 
X(160,J)=X(158,J)- MAXlF{0.,.008»(X(156,J)-40000.)) -
1MAX1F(0.,.008*(X(156,J)-90000.))-MAXlF{0.,.008»(X(156,J)-140000. } ) 
C (1)C51 P33 
TEMP1=X(161,J)»(X(150,J)-X(160,J) -X(152,J) ) 
TEMP2=(1.0-X(161,J))»(X(150,J)-X(160,J) - X{152,J) ) -
I 15000. * X(162.J) 
Figure 8 (Continued) 
c 
TEMP3=MAXIF{O.tTEMP 1-40000.)+MAXIF(O.fTEMP 1-50000.) + 
IMAXIFIO.tTEMPl-65000.)+MAXlF(0.iTEMPl-90000. )• 
2MAX1F(0.,TEKP1-140000.)+ 
3MAXIF(0.,TEMP2 J+MAXIF(0.,TEMP2-10000. ) + 
4MAX1F(0.,TEMP2-25000.)+MAX1F(0.,TEMP2-50ÔOO.)+ 
5MAXIF(0.tTEMP2-100000.) 
X(164,J) =.01 »TEMP3 
C 
TEMP4= X(158,J) - X{160,J) 
IF(X(164,J)-TEMP4) 2511, 2512,2512 
2511 X(164,J) = TEMP4 
2512 CONTINUE 
C (1)C52 P34 
X(166,J)=X(160,J)+X(164,J) 
C Ln 
2521 CONTINUE ÎS 
C END OF 00 LOOP BEGUN AT STATEMENT 2401 
C (1)C53 P34 
Y(168)= X(138,1)+X(138,2)+X(138,3)+X(138,41 
Y(199)=.6»Y(168) 
C (1)C54 P35 
Y(178) =X(144,l)-(X(138,l)+Xtl52,l)+Xll66,l)+X(180,lJ J 
l+(l.-X(171,1))»XI88,1) 
IF(X(169,2)>2541,2541,2540 
2540 X(88,1)=X(171,1)*X(88,1) 
2541 CONTINUE 
C (1)C55 P35 
DO 2522 J=l,4 
X(179,J)=0 
2522 CONTINUE 
IF(X(169,2)) 2553, 2553, 2524 
2524 X(179,1) =X(161,1) » Y{178) + XI146,1) + X(195,l) 
Figure 8 (Continued) 
T6MP1= (1.0-X(161,1))*Y(178) 
IF( X(162,1) ) 9999,2551,2552 
2551 ST0P2551 
2552 X(179,2)= TEMPI / X(162,1) 
X(179,3)= TEMPI / X(162,1) 
X(179,4)= TEMPI * 5.0 / X(162,1) 
2553 CONTINUE 
G 
C 
C 
C 
C 
C 
C 
METHOD I.00000 
WRITE OUTPUT TAPE 2, 8025 
8025 FORMAT!IHl , 7( 17H N 
C 
C 
8062 FORMAT* 7(I4,F13.4)) 
8072 FORMAT! 2(17,4F13.4) ) 
8041 WRITE OUTPUT TAPE 2,8062, N(I),Y(1),N12),Y(2),N(3),Y(3),N(4), 
IY(4),N{5),Y(5),N(6),Y(6),N(7),Y(7),N(8),Y«8),N(9),Y{9),N{10), 
2Y(10),N{11),Y(11),N(12),Y(12),N(13),Y(13),N(14),Y(14) 
WRITE OUTPUT TAPE 2,8062, N(15),Y(15), 
3N(23),Y{23),N(24),Y(24),N(30),Y(30),N(33),Y(33),N(74),Y(74),N(78), 
4Y(78),N(79),Y(79),N(8I),Y{81),N{82),Y(82),N(90),Y(90),N1105), 
5Y(105),N(lll),Y(lll),N(117),Y(ll7) 
WRITE OUTPUT TAPE 2,8062,N(119),Y(I19),N(122),Y{122), 
6N(124),Y(124),N(125),Y(125),N(126),Y(126),N(127),Y(127),N1129), 
7Y(129),N(136),Y(136),N(168),Y(168),N(178),Y(178),N(181),Y(I81), 
8N(182),Y(182),N(183),Y{183),N(186),Y<186> 
WRITE OUTPUT TAPE 2,8062, N(187),Y(187),NI 188), 
1Y(18 8),N(189),Y(189),N{199),Y(199),N(190),Y(190),N(191),Y(191), 
Figure 8 (Continued) 
2N(192),Y(192),N(193),Y(193),N(19A),Y(194),N(120),Y(120) 
C 
C 
WRITE OUTPUT TAPE 2, 8026, ((IQl, IQ1=1,4) , IQ2=1,2 ) 
8026 FORMAT! // 7H N ,4(8H X(N, 12, 3H) ) 
1 , 7H N ,4(8H X(N, 12, 3H) ) / ) 
C 
C 
8051 WRITE OUTPUT TAPE 2, 8072, N{16),(X(16,J),J=l,4),NC17), 
1{X(17,J),J=I,4), N(18),(X(18,J),J=1,4),N(19),(X(19,J),J=1,4), 
2N(20),(X(20,J),J=l,4),N(2l),(X(21,J),J=1,4)r N(22), 
3(X(22,J),J = 1,4),N(32),(X(32,J),J = 1,4), N(36),(X(36 » J),J=1,4), 
4N(37),(X(37,J),J=1,4), N(38),(X(38,J),J = 1,4 ) , N(39), 
5(X(39,J),J=l,4), N(40),{X(40,J),J = l,4), N(41),(X(41,J),J=I,4) 
WRITE OUTPUT TAPE 2, 8072, 
6N(47),(X(47,J),J=1,4), N(49),{X(49,J),J = 1,4) , N(56), 
7tX{56,J),J=l,4), N(57),(X(57,J),J=l,4), N(58),(X(58,J),J=1,4), 
8N(59),(XI59,J),J=1,4), N(60),(X(60,J),J=1,4) , N(61), 
9(X(61,J),J=1,4),N(62);(X(62,J),J=1,4),N(63),(X(63,J),J=1,4) 
8053 WRITE OUTPUT TAPE 2, 8072, N(64),(X(64,J),J=1,4), N(65), 
1(X(65,J),J=1,4), N(66),(X(66,J),J=1,4), N(69),(Xf69,J),J=1,4), 
2N(72),<X(72,J),J=l,4), N(73),{X(73,J),J=1,4), N(75), 
3(X(75,J),J=l,4), N(77),(X(77,J),J=l,4), N(83),(X(83,J),J=I,4), 
4N(85),{X{85,J),J=l,4), N(87),(X(87,J),J = 1,4) , N(88), 
5(X(8a,J),J = 1,4), N(92),(X(92,J),J = 1,4), N(93),(X{93 , J),J=I,4) 
WRITE OUTPUT TAPE 2, 8072, 
6N(96),IX(96,J),J=1,4), N(97),CX(97,J),J=I,4), N(98), 
7(X(98,J),J = 1,4), N(99),(X(99,J),J=l,4), N(101),(X(101,J),J = 1,4), 
8N{102),{X(102,J),J=l,4), N(104),{X(104,J),J=1,4), N(106), 
9(X(106,J),J=l,4),N(108),(X<108,J),J=l,4),N(110),(X(110,J),J=l,4) 
8055 WRITE OUTPUT TAPE 2, 8072, N(114),(X(114,J),J=1,4), N(118), 
1(X(118,J),J=l,4), N{128),(X(128,J),J=1,4),N(130),(X(130,J),J=1,4) 
2N( 132),(X( 132,J),J=1,4), N(134),(X(134,J),J=1,4) , N(136), 
Figure 8 (Continued) 
3(X(136,J),J=1,4), N(138),(X(138,J),J=1,4),N(140),(X(140,J),J=1,4), 
4NI142),(XI142,J),J=1,4), N(144),(X1144,J),J=1,4) , N(145), 
5(X(145,J),J=1,4), N(146),(X(146,J),J=l,4),N(148),(X{148,J),J=l,4) 
WRITE OUTPUT TAPE 2, 8072, 
6N(150),(X(150,J),J=1,4), N(152),{X(152,J),J=l,4) , N(154), 
7(X(154,J),J=l,4), N(156),(X(156,J),J=1,4),N{158),{X(158,J),J=l,4), 
8NI160),(XI160,J),J=1,4), N(161),(X(161,J),J=1,4), N(162), 
9(X(162,J),J=l,4),N(164),(X(164,J),J=l,4),N(166),{X(166,J),J=1,4) 
8057 WRITE. OUTPUT TAPE 2,8072, N(169), 
1(X(169,J),J=1,4), N(170),(X(170,J),J=l,4),N(171),(X(171,J),J=l,4), 
2N{172),(X(172,J),J=1,4), N(173),(X(173,J),J=1,4), N(174), 
3{X(174,J),J=1,4),N( 175),(X( 175,J),J = 1,4), N(177),(X{177 , J),J=1,4), 
4N(179),(X(179,J),J=1,4), N(180),(X(180,J),J=1,4 ) , N(185), 
5CX(185,J),J=l,4),N(195),{X{195,J),J=1,4) 
WRITE OUTPUT TAPE 2, 8072, N(196),{X(196,J),J=1,4), 
6N(197),(X(197,J),J = 1,4), N(205),(X(205,J),J=1,4) , N(206), ig 
7(X.(206,J) , J = l,4), N(207), ( X ( 207 , J ) , J=1, 4 ) , N ( 208 ) , ( X ( 208 , J ), J= 1, 4 ) , » 
8N(88),(X(88,J),J=l,4),N(101),(X(101,J),J=1,4),N(209),(X(209,J), 
9J=1,4) 
C 
C 
C END OF SUBCHAPTER S METHOD OF TAXATION 
C 
c 
NY( 1) = 1 
NY( 2) = 2 
NY( 3) = 7 
NYC 4 ) = 8 
NY{ 5) = 13 
NY( 6 ) = 15 
NY( 7) = 23 
NY I 8) = 24 
NY( 9) = 25 
Figure 8 (Continued) 
NY( 10) = 26 
NY( 11) = 27 
NYI 12) = 30 
NY( 13) = 71 
NY( 14) = 74 
NY( 15) = 78 
NY( 16) = 79 
NYI 17) = 129 
NY( 18) = 135 
NY( 19) = 136 
NY( 20) = 167 
NYC 21) = 168 
NY( 22) = 176 
NY( 23) = 178 
NY( 24) = 198 
NY( 25) = 199 
NX( l) = 16 
NX( 2) = 17 
NX( 3) = 18 
NX( 4 ) = 20 
NX( 5) = 21 
NX( 6 ) = 22 
NXl 7) = 32 
NX( 8) = 35 
NX( 9) = 38 
NX* 10) = 39 
NX* 11) = 40 
NXl 12) = 41 
NXl 13) = 42 
NXl 14) = 48 
NXl 15) = 49 
NXl 16) = 55 
NXl 17) = 57 
Figure 8 (Continued) 
NX( 18) = 67 
NX( 19) = 68 
NX( 20) = 70 
NX{ 21) = 72 
NX( 2 2 )  = 73 
NX( 23) = 75 
NX( 24) = 84 
NX( 25) = 85 
N X (  26) = 86 
NX( 27) = 87 
NX( 28) = 102 
NX( 29) = 116 
NX( 30) = 118 
NX( 31) = 131 
NXl 32) = 132 
NX( 33) = 133 
NX( 34) = 134 
NX( 35) = 137 
NX( 36) = 138 
NXl 37) = 141 
NX( 38) = 142 
NX( 39) = 143 
NX( 40) = 144 
NXC 41) = 147 
NX( 42) = 148 
NX( 43) = 149 
NX{ 44) = 150 
NXC 45) = 151 
NX( 46) = 152 
NX( 47) = 155 
NX( 48) = 156 
NX( 49) = 157 
NX( 50) = 158 
Figure 8 (Continued) 
ON 
o 
o 
NX{ 5l)=l59 
NX( 52)=160 
NX( 53)=163 
NX( 541=164 
NX{ 55)=165 
NX( 56)=166 
NXC 57)=177 
NX{ 58)=179 
IF(l-IYEAR) 9326,9325,9325 
9325 WRITE TAPE 4, (NY(J),J=1,25),(NX(J),J=I,58) 
9326 DO 9327 NS=1,25 
N6=NY(NS) 
9327 AY(NS)=Y{N6) 
DO 9328 NS=1,58 
N6=NX(NS) 
DO 9328 J=l,4 O 
9328 AX(NS,J)=X(N6,J) ^ 
WRITE TAPE 4,(AY(N5),N5=1,25),((AX(N5,J),J=1,4),N5=1,58) 
C 
C 
9990 CONTINUE 
C 
00 9992 J= 1,4 
Q( 1 ,J) X( 92,J) 
Q{ 2,J) X( 93,J) 
Q( 3,J) = X( 97,J) 
Q( 4 ,J) X( 98,J) 
Q( 5,J) X( 99,J) 
Q( 6,J) X(101,J) 
Q( 7,J) = X(109,J) 
Q( 8,J) = X(110,J) 
Q( 9,J) X(116,J) 
Q( 10,J) X(118,J) 
Figure 8 (Continued) 
Q(11,J) = X(139,J) 
Q(12,J) = X(140,J) 
Q(13,J) = X(177,J) 
9992 0(14,J) = X(179,J) 
P(3) = Y(IOO) 
P(I) = Y( 94) 
P(2) = Y( 95) 
DO 9995 J=l,4 
IF(METHD-l) 9993, 9994, 
9993 Q(15,J) = X(113,J) 
GO TO 9995 
9994 Q{15,J) = X(114,J) 
9995 CONTINUE 
P(10) = Y(III) 
P(11) = Y(129) 
P(12) = Y(198) 
P(13) = Y(199) 
RETURN 
9998 
9996 
9997 
9998 
9999 
FLAG 
FLAG 
STOP 9996 
STOP 9997 
ST0P9998 
STOP 9999 
102=102 
CONl = CONl 
= C0N2 
= C0N3 
= C0N4 
C0N2 
C0N3 
C0N4 
ENO 
PING 
FORT TAB ,DECK 
SUBROUTINE TAB 
DIMENSION P(25), 0(15,4) 
Figure 8 (Continued) 
ON 
o 
ro 
DIMENSION BY(30,ll),BX(240,II),NY(30),NX(60) 
COMMON PjQtMETHO,IRUN,lYEAR 
REWIND 4 
READ TAPE 4,(NY(I),1=1,25), {NX(I),1 = l,58 ) 
DO 2 1=1,25 
2 BY(I,11)=0 
DO 3 1=1,232 
3 BX(I,I1)=0 
DO 8 J=l,lO 
READ TAPE 4, (BY(I,J),1=1,25),(BX(I,J),1=1,232) 
DO 5 1=1,25 
5 BY(I,I1)=BY( I,ll)+BY(I,J) 
DO 6 1=1,232 
6 DXd ,11) = 8X( 1,11) + 8X(I, J) 
8 CONTINUE 
WRITE0UTPUTTAPE2,10,IRUN,METHD,(NY(I), (BY( I ,J) , J = 1,11 ),1 = 1,25 ) g 
10 F0RMAT(4HIRUN,I4,5X,6HHETH0D,I4//13H Yl,I3,IH),2X,lOFlO.2,F 11.2 ) ) w 
NX(59)=0 
NX(60)=0 
DO 12 1=233,240 
DO 12 J=l,ll 
12 BX(I,J)=0 
DO 20 IP = 1,6 
WRITE OUTPUT TAPE 2, 13 
13 FORMAT(lHl) 
11 = (IP-1)»10 *1 
1 2  =  1 1 + 9  
DO 20 I = 11,12 
T = 0. 
DO 18J=1,4 
K=4*{ I-l)+J 
T = T + BX(K,ll) 
WRITE OUTPUT TAPE 2,17,NX(I),J,(BX(K,L),L=1,11) 
Figure 8 (Continued) 
17 FORMATOH X { , 13, IH, , 11, IH ) , lOF 10. 2, F 11. 2 ) 
18 CONTINUE 
WRITE OUTPUT TAPE 2, 19, T 
19 FORMAT! 108X F12.2 ) 
20 CONTINUE 
REWIND 4 
RETURN 
END 
Figure 8 (Continued) 
ON 
o 
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APPENDIX B 
January 1, 1951 
Farming Partnership Agreement of A, B, and C 
The undersigned, A, B, and C for the purpose of operat­
ing _______________ Farm owned by A and B and such other land 
as may be rented by all three parties, agree to the follow­
ing: 
C to purchase a one-third interest in all farm machinery, 
livestock, feed, grain, hay, and straw included in the in­
ventory of the farm operation as stated in 1/1/51 inventory 
for income tax return, C to furnish A and B a promissory 
note for this amount, due 1/1/54 without interest and with 
permission to pay any amount at any time prior and receive 
indorsement on the note. C agrees to apply as repayment on 
said note all of his share (one-third of the net returns frcan 
the farming operation in excess of 4,000 dollars at the close 
of each year's business unless it is reinvested in the farm­
ing operation in the form of additional livestock, farming 
equipment, feed, or supplies). 
In this farming operation all three parties will share 
equally in the payment for all feed, seed, euston machinery 
hire; repairs, fuel, oil, and grease for tractors, truck, and 
machinery; minor building and fence repair; hired labor ; vet­
erinary expense; fertilizer; insurance, interest and taxes on 
real estate, equipment, and livestock. Also in the purchase 
606 
of additional livestock or farming equipment, 
A and B to pay the cost of major repair or new buildings, 
fence, or drainage. 
The net return of the operation as shown by the annual 
inccxne tax return at the close of each year shall be di­
vided equally among the three parties. 
Furthermore in case of death, incapacity, or mutual 
agreement, all parties agree to sell their interest in the 
operation at the book value as depreciated at such time, to 
any one or more of the remaining parties. 
In event of any disagreement which cannot be resolved 
by the three parties, each shall select a representative and 
the decision of these three shall be final. 
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Table 46. Ex ante and ex post returns to fixed factors in dollars, regular 
Method Run 1 2 3 4 • 
Year 
5 
0^ Ex ante 60,568.13 74,620.32 81,561.55 87,702.79 86,394.33 
Ex post .67,892.70 85,060.67 46,846.76 39,833.20 72,938.80 
3^= Ex ante 60,568.33 73,756.31 79,932.29 84,917.61 82,658.93 
Ex post 67,892.80 84,199.06 45,218.03 37,048.37 69,203.48 
6^ Ex ante 60,568.33 74,620.33 81,550.68 87,702.97 86,496.27 
Ex post 67,892.80 85,060.67 46,837.48 39,833.39 73,040.85 
B® 0^ Ex ante 60,568.33 75,316.54 82,725.14 88,936.03 87,701.21 
Ex post 67,892.80 85,756.28 48,014.52 41,066.44 74,245.79 
3^ Ex ante 60,568.33 74,311.81 81,069.10 86,203.32 83,918.96 
Ex post 67,892.80 84,752.38 46,355.52 38,333.86 70,463.56 
6^ Ex ante 60,568.33 75,316.54 82,725.14 88,936.03 87,784.28 
Ex post 67,892.80 85,756.28 48,014.52 41,066.44 74,328.86 
^Regular method of income taxation. 
^Standard run. 
'Xowest mean ex ante returns to fixed factors for all runs under the r 
^Highest mean ex ante returns to fixed factors for all runs under the 
^Subchapter S method of income taxation. 
f 
Lowest mean ex ante returns to fixed factors for all runs under the f 
^Highest mean ^  ante returns to fixed factors for all runs under the 
s in dollars, regular and Subchapter S methods of income taxation 
Years 
4 5 6 7 8 9 10 Mean 
7,702 .79 86,394.33 71,114 .15 57,537 .84 55,267 .26 63,488 .34 62,243.91 70,C49 .86 
9,833 .20 72,938.80 84,464 .05 44,506 .85 57,739 .30 58,344 .83 64,383.46 62,202 .46 
4,917 .61 82,658.93 65,996 .10 51,745 .33 47,961 .65 55,405 .97 53,507.97 65,645 .05 
7,048 .37 69,203.48 79,346 .04 38,714 .42 50,432 .69 50,262 .52 55,661.60 57,797 .90 
7,702 .97 86,496.27 71,338 .58 57,843 .26 55,754 .98 64,065 .03 62,886.44 70,282 .69 
9,833 .39 73,040.85 84,688 .50 44,812 .32 58,227 .03 58,921 .58 65,040.03 62,435 .47 
18,936 .03 87,701.21 72,968 .76 60,052 .05 58,202 .17 66,766 .60 65,812.66 71,904 .95 
•1,066 .44 74,245.79 86,318 .69 47,021 .12 60,675 .07 61,623 .12 67,966.25 64,058 .01 
(6,203 .32 83,918.96 67,613 .46 53,735 .03 50,078 .03 57,550 .95 55,680.42 67,072 .94 
18,333 .86 70,463.56 80,963 .39 40,704 .09 52,549 .63 52,407 .52 57,834.05 59,225 .68 
(8,936 .03 87,784.28 73,141 .57 60,313 .97 58,573 .30 67,245 .30 66,399.91 72,100 .44 
hlf066 .44 74,328.86 86,491 .49 47,283 .03 61,046 .39 62,101 .82 68,553.49 64,253 .51 
: all runs under the regular method of income taxation, 
sr all runs under the regular, method of income taxation. 
c all runs under the Subchapter S method of income taxation. 
jr all runs under the Subchapter S method of income taxation. 
Table 47. Production limiting restraints and marginal revenue products, standard run, regu­
lar method of income taxation 
Marginal revenue in dollars per unit for years -
R e s t r a i n t s  1 2 3  4  5 6 7  8 9  1 0  
Period B labor, R^ 3. 74 9. 33 14, .09 19. 22 23, .53 12, .28 4, .62 4, .97 13. ,92 6, .73 
Period C labor, R^ 2. 42 3. 87 0 0 .28 2, .38 3, .05 3. 38 0 .92 
Swine management, R^g 59. 87 42. 60 55, .39 47. ,56 31, .87 59. 51 77, .29 68. 61 59. ,20 79, .32 
Land acquisition, R^g 23, .69 17. 88 22, .46 20. 94 17, .28 18, .87 13, .94 11, .40 14. 35 20, .65 
Table 48. Production limiting restraints and marginal revenue products, standard run. Sub­
chapter S method of income taxation 
Marginal revenue in dollars per unit for.years -
R e s t r a i n t s  1 2 3 4 5 6 7  8 9  1 0  
Period B labor, R^ 3.74 9.33 14.60 19.71 23.53 12.28 4.62 4.97 13.92 6.73 
Period C labor, R^ 2.42 3.87 0 0 .28 2.38 3.05 3.38 0 .92 
Swine management, R^g . 59.87 42.60 54.83 46.96 31.87 59.51 77.29 68.61 59.20 79.32 
Land acquisition, R43 23.69 17.88 26.89 20.64 17.28 18.87 13.94 11.40 14.35 20.65 
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Table 49. Total amount of gain realized from sale of stock by share­
holder one which is subject to income taxation at ordinary 
income tax rates for the regular method of income taxation, 
and total amount of gain not subject to tax^ 
an No. 
Salary 
level 
Dividend 
level 
Stock 
transfer 
process 
Aggregate 
shareholder 
net worth 
(dollars) 
Gain 
subject 
to tax 
(dollars) 
Gain not 
subject 
to tax 
(dollars) 
3 id 489,329.86 16,204.77 33,819.53 
8 I I II® 499,687.68 0 0 
12 I I III^ 485,159.41 16,207.57 33,822.33 
5 I II® I 517,877.94 21,386.89 38,997.50 
10 I II II 535,512.26 0 0 
14 I II III 516,945.46 21,387.03 38,997.75 
17 I III^ I 506,518.69 18,550.31 36,163.20 
19 III II 520,912.95 0 0 
21 I . Ill III 504,585.50 18,551.12 36,164.00 
23 IV^ I 521,228.43 21,925.85 39,536.04 
The increment of gain not subject to tax is comprised of an amount 
attributable to return of previously taxed capital or tax basis, and an 
amount representing one-half the taxable gain. The increment of gain not 
subject to tax is reduced by the amount of the federal stock transfer tax 
levied at the rate of 4ç per $100 of stock value. 
^High salaries . 
^High fixed dividends. 
^Stock transfer by gift and sale. 
®No stock transfer . 
Stock transfer by sale only. 
®Low fixed dividends . 
^High variable dividends . 
^ow variable dividends. 
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Table 49 (Continued) 
Aggregate Gain Gain not 
Stock shareholder subject subject 
Salary Dividend transfer net worth to tax to tax 
Run No. level level process (dollars) (dollars) (dollars) 
25 I IV II 539,363.65 0 0 
27 I IV III 520,691.69 21,925.91 39,536.10 
2 11^ I I 472,880.18 19,025.95 36,638.45 
7 II I II 487,418.53 0 0 
11 II I III 468,969.65 19,024.90 36,637.40 
4 II II I 497,247.61 24,158.30 41,766.70 
9 II II II 517,901.51 0 0 
13 II II III 496,441.06 24,157.90 41,766.30 
16 II III I 481,521.84 20,166.32 37,777.91 
18 II III II 497,800.62 0 0 
20 II III III 478,929.66 20,165.82 37,777.41 
22 II IV I 498,719.52 24,392.52 42,000.73 
24 II IV II 519,444.94 0 0 
26 II IV III 490,071.85 24,392.21 42,000.43 
•^Low salaries . 
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Table 50. Amounts and percentage change in key variables of effects of va 
viving spouse at death under regular and Subchapter S methods o 
Key variables 
Method 
of 
Taxation 
Std.* 
(dollars) (dollars) 
Change 
(per cent) 
Estate settlement costs^ A^ 8,367.22 8,367.13 0 
BS 8,394.09 8,394.09 0 
Federal estate tax® A 5,266.38 1,230.21 -76.64 
B 5,334.38 1,250.37 -76.56 
State inheritance tax^ A 96.82 3,743.58 3,766.54 
B 97.99 3,767.88 3,745.17 
Total estate costs® A 13,730.41 13,340.92 -2.84 
B . 13,826.47 13,412.33 -3.00 
^The standard run based upon passage of one-third of the distributabl 
^Passage of entire estate to surviving spouse in fee simple. 
'^Passage of one-half of the estate to the surviving spouse in fee sin 
Passage of property to spouse equal in value to one-third of the est 
^Average for ten years. 
f 
Regular method of income taxation. 
^Subchapter S method of income taxation. 
a 
ariables of effects of various proportions of property passing to the sur-
nd Subchapter S methods of income taxation 
(dollars) 
Change 
(per cent) (dollars) 
Change 
(per cent) (dollars) 
Change 
(per cent) 
8,367.13 0 8,367.13 0 8,367.13 0 
8,394.09 0 8,394.09 0 8,394.09 0 
1,230.21 -76.64 1,230.21 -76.64 18,281.68 247.14 
1,250.37 -76.56 1,250.37 -76.56 18,446.29 245.80 
3,743.58 3,766.54 726.44 650.30 479.29 395.03 
3,767.88 3,745.17 735.36 650.44 482.64 392.54 
13,340.92 -2.84 10,323.78 -24.81 27,128.10 97.58 
13,412.33 -3.00 10,379.82 -24.93 27,323.02 97.61 
third of the distributable estate in fee simple to the surviving spouse. 
e in fee simple. 
irviving spouse in fee single. 
le to one-third of the estate but not qualifying for marital deduction. 
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Table 51. Effects of simulated death of shareholder one in year six upon sele< 
Death without prior stock transfers 
Year of Year after 
Share- death death Difference Change 
holder (dollars) (dollars) (dollars) (per cent) Key variables 
Stock ownership 
Stock basis 
Net worth 
1 387,053.04 133,977.40 -253,075.64 -65.39 
2 38,607.40 78,370.81 39,763.41 102,99 
3 0 38,279.26 38,279.29 — 
Total 425,660.44 442,023.76 16,363.32 3.84 
1 94,329.00 115,475.21 21,146.21 22.42 
2 6,170.01 43,032.20 36,862.19 597.44 
3 0 36,862.19 36,862.19 
4 0 184,310.97 184,310.97 --
Total 100,499.01 379,680.57 279,181.56 277.80 
1 408,636.20 149,520.22 -259,115.93 63.41 
2 37,145.25 71,597.38 34,452.13 92.75 
3 11,237,71 50,576.76 39,339.05 350.06 
4 0 191,396.29 191,396.29 --
Total 457,019.16 463,090.70 6,071.54 1.33 
year six upon selected variables under regular method of income taxation 
transfers Death preceded by stock transfers 
Year of Year after 
ence Change death death Difference Change 
rs) (per cent) (dollars) (dollars) (dollars) (per cent] 
75.64 -65.39 220,752.73 76,439.75 -144,312.98 -65.37 
63.41 102.99 72,661.96 97,307.05 24,645.09 33.92 
79.29 -- 68,405.25 92,886.01 24,480.76 35.79 
63.32 3.84 425,670.52 442,103.81 16,433.29 3.86 
'+6.21 22.42 63,136.19 65,860.50 2,724.31 4.31 
62.19 597.44 " 21,802.89 48,125.05 26,322.16 120.73 
62.19 21,986.59 48,308.75 26,322.16 119.72 
10.97 -- 10,373.40 120,700.71 110,327.31 1,063.36 
81.56 277.80 117,299.07 282,995.01 165,695.94 141.26 
15.93 63.41 258,318.15 115,872.35 -142,445.80 55.14 
52.13 92.75 56,460.72 70,506.09 14,045.37 24.88 
39.05 350.06 68,617.45 89,190.33 20,572.88 29.98 
96.29 -- 63,850.58 175,471.00 111,620.42 174.82 
71.54 1.33 447,246.90 451,039.77 3,792.87 .85 
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Table 52. Effects of simulated death of shareholder one in year six 
upon selected variables under regular method of income 
taxation 
11^ Difference Change 
Key variables (dollars) (dollars) (dollars) (per cent) 
Estate settlement costs 11,419 .07 7,509.82 -3,909. 25 -34.23 
State inheritance tax 1,116 .15 35.23 -1,080. 92 -96.84 
Federal estate tax 17,067 .99 2,854.86 -14,213. 13 -83.27 
Total estate costs 29,603 .21 10,399.91 -19,203. 30 -64.87 
^Simulated death of shareholder one with no prior stock transfer. 
^Simulated death of shareholder one with prior stock transfer by 
gift and sale. 
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Table 53. Effects of simulated death of shareholder one in year six upon select 
Death without prior stock transfer 
Year of Year after 
Share- death death Difference Change 
Key variables holder (dollars) (dollars) (dollars) (per cent) 
Stock ownership 1 437,023.60 282,137.42 -154,886.18 -35.44 
2 43,591.82 69,192.31 25,600.49 58.73 
3 0 24,172.19 24,172.19 -- • 
4 0 120,860.96 120,860.96 - -
Total 480,615.42 496,362.88 15,747.46 — 
Stock basis 1 247,980.51 201,502.50 -46,478.01 -18.74 
2 21,496.30 48,681.98 27,185.68 126.47 
3 0 22,808.46 22,808.46 — -
4 0 114,042.31 114,042.31 
— 
Total 269^476.81 387,035.25 117,558.44 43.62 
Net worth 1 416,126.83 239,292.94 -176,833.89 -42.50 
2 41,955.58 62,208.20 20,252.62 48.27 
3 11,237.71 36,469.70 25,231.99 224.53 
— 4 0 120,860.96 120,860.96 
Total 469,320.12 458,831.80 -10,488.32 -2.23 
ir one in year six upon selected variables under Subchapter S method of income taxation 
Lor stock transfer Death preceded by stock transfers 
Year of Year after 
Difference Change death death Difference Change 
(dollars) (per cent) (dollars) (dollars) (dollars) (per cent) 
-154,886.18 -35.44 286,713.04 198,572.53 -88,140.51 -30.74 
25,600.49 58.73 73,279.96 89,993.91 16,713.95 22.81 
24,172.19 -- • 65,060.06 - - 81,605.75 16,545.69 25.43 
120,860.96 -- 55,767.26 127,472.79 71,705.53 128.58 
15,747.46 - - 480,820.32 497,644.98 16,824.66 3.50 
-46,478.01 -18.74 188,182.62 140,064.74 -48,117.88 -25.57 
27,185.68 126.47 38,048.79 62,985.69 24,936.90 65.54 
22,808.46 -- 33,830.12 58,283.43 24,453.31 72.28 
114,042.31 — 19,380.17 96,874.94 77,694.77 399.87 
117,558.44 43.62 279,441.70 358,208.80 78,767.10 28.19 
-176,833.89 -42.50 288,741.77 192,898.53 -95,843.24 -33.19 
20,252.62 48.27 60,894.54 68,632.03 7,737.49 12.71 
25,231.99 224.53 68,084.70 82,220.09 14,135.39 20.76 
120,860.96 55,998.56 127,698.36 71,699.80 128.04 
-10,488.32 -2.23 473,719.57 471,449.01 -2,270.56 -.05 
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Table 54. Consumption amounts by year for each shareholder family under four consun 
income taxation 
Consumption Share-
level holder 1 2 3 4 
Year 
5 6 7 
I* 1 5,146.64 6,678.85 5,561.66 4,544.38 7,142.20 5,138.17 5,689.66 5, 
2 5,361.77 6,319.27 6,215.65 7,172.51 6,757.31 9,765.64 6,917.23 5, 
3 0 3,578.08 3,576.30 3,626.91 3,652.78 4,197.03 4,541.01 3, 
lib 1 5,146.64 6,678.85 5,561.66 4,544.38 7,142.20 5,138.17 5,689.66 5, 
2 5,490.75 6,451.80 6,335.20 7,292.06 7,193.86 10202.19 7,353.78 6, 
3 0 3,793.50 3,791.72 3,882.42 3,940.25 4,518.20 4,862.18 3, 
III^ 1 2,647.07 2,718.06 3,946.76 5,078.35 5,722.93 5,976.11 7,526.72 8, 
2 4,813.00 3,517.26 4,189.00 4,116.92 4,231.67 4,127.01 4,756.95 4, 
3 0 4,716.14 5,581.76 4,259.14 3,671.06 3,581.61 4,103.28 4, 
iv" 1 2,647.07 2,718.06 3,946.76 5,078.34 5,722.92 5,976.10 7,526.71 8, 
2 4,332.20 3,176.59 3,770.54 3,705.66 3,808.94 3,714.74 4,281.75 4, 
3 0 4,246.78 5,045.65 3,835.27 3,305.71 3,225.17 3,(94.92 3, 
^Exogenous consumption levels under the standard run, including 50% of life ins 
Exogenous consumption levels with the entire amount of life insurance premiums 
^Endogenously determined consumption levels at the average propensity to consun 
^Endogenously determined consumption levels at 90% of the average propensity to 
^ under four consumption levels and the regular method of 
6 7 8 9 10 
Sub 
Total Total 
,138.17 5,689.66 5,438.73 4,419.70 6,601.36 56,361.35 
,765.64 6,917.23 5,834.54 6,463.67 7,056.91 67,864.50 
,197.03 4,541.01 3,677.06 5,893.52 5,222.82 37,965.51 
162,191. 36 
,138.17 5,689.66 5,438.73 4,419.70 6,601.36 56,361.35 
3202.19 7,353.78 6,271.09 7,565.17 8,158.41 72,314.31 
,518.20 4,862.18 3,998.23 6,243.59 5,601.99 40,632.08 
169,307. 74 
,976.11 7,526.72 8,031.82 8,379.69 8,602.79 58,630.20 
,127.01 4,756.95 4,770.40 4,751.18 4,976.06 44,249.46 
,581.61 4,103.28 4,123.30 4,123.30 4,128.30 38,287.88 
141,167. 54 
,976.10 7,526.71 8,031.80 8,379.67 8,602.77 58,630.20 
,714.74 4,281.75 4,293.86 4,276.56 4,478.97 39,839.80 
,225.17 3,(94.92 3,712.94 3,712.94 3,717.45 34,496.84 
132,966. 84 
Lng 50% of life insurance premiums for shareholders two and three. 
insurance premiums for each shareholder included therein, 
ropensity to consume. 
irage propensity to consume. 
Table 55. Social security tax rates 
Year Self-employed Employee Employer Maximum 
individual eligible earnings 
(per cent) (per cent) (per cent) (dollars) 
1953-54 0 0 0 0 
1955-1956 3 2 2 4,200 
1957-1958 3 3/8 2 1/4 2 1/4 4,200 
1959 3 3/4 2 1/2 2 1/2 4,800 
1960-1961 4 1/2 3 3 4,800 
1962 4 7/10 3 1/8 3 1/8 4,800 
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Table 56. Values of exogenous variables 
x5 
x6 
X8 
X^ 
X^l 
Xl2 
jjl3 
Xl4 
X^^ j=l 
j=2 
j-3 
Level 1 2 3 4 
Years 
5 
(a) 1,286.41 1,227.72 1,973.79 1,934.83 2,001.11 
(b) 1,223.91 1,176.40 1,973.79 1,934.83 2,001.11 : 
(a) 247.75 103.47 385.34 430.06 480.79 
(b) 237.84 97.72 385.34 430.06 480.79 
507.76 376.00 526.00 339.39 350.33 
(a) 0 0 0 0 0 
Cb) 576.88 794.40 836.28 880.56 925.08 
(a) 1.00 1.00 1.00 1.00 1.00 
(b) 30.00 30.00 30.00 30.00 30.00 
(c) 0 0 0 0 0 
1,188.00 1,188.00 1,188.00 1,674.03 2,051.98 2 
0 0 0 0 0 4 
(a) 0 0 0 0 0 
Cb) 0 5,972.00 8,955.00 10,465.00 10,995.00 12 
(a)' 35.47 37.24 39.10 41.06 43.11 
(b)® 76.86 80.70 84.74 88.97 93.43 
(c) 0 0 0 0 0 
(a) 3,227.00 2,862.00 4,145.00 4,639.00 4,512.00 4 
Cb) 3,227.00 3,036.00 3,130.00 3,224.00 2,904.00 2 
(a) 3,600.00 3,600.00 4,200.00 4,200.00 4,200.00 4 
Cb) 3,600.00 3,600.00 4,200.00 2,100.00 2,100.00 2 
Cc) 6,100.00 6,100.00 6,700.00 6,700.00 6,700.00 6 
Cd) 0 0 0 0 0 
Ca) 3,600,00 3,600.00 4,200.00 4,200.00 4,200,00 4 
Cb) 3,600.00 3,600.00 4,200.00 4,200.00 4,200.00 4 
Cc) 6,100.00 6,100.00 6,700.00 6,700.00 6,700,00 6 
Cd) 0 0 0 0 0 
Ca) 0 3,600.00 4,200.00 4,200.00 4,200,00 4 
Cb) 0 3,600.00 4,200.00 4,200.00 4,200,00 4 
^Equation is C = c, (i + r) + c„ (1 + r)^ + ... + c (1 + r)"^ 
r = .05 " 
4 
Years 
5 6 7 8 9 10 
L,934.83 2,001.11 2,018.10 2,197.56 2,417.04 2,653.36 2,820.17 
L,934.83 2,001.11 2,018.10 2,197.56 2,417.04 2,653.36 2,820.17 
430.06 480.79 221.75 651.46 699.72 558.70 496.46 
430.06 480.79 221.75 618.22 660.57 516.65 457.93 
339.39 350.33 621.41 420.43 605.54 682.08 728.67 
0 0 0 0 0 0 0 
880.56 925.08 970.80 1,017.72 1,066.80 1,119.72 1,173.60 
1.00 1.00 1.00 1.00 1.00 1.00 1.00 
30.00 30.00 30.00 30.00 30.00 30.00 30.00 
0 0 0 0 0 0 0 
L ,674.03 2,051.98 2,052.00 2,052.00 2,052.00 2,054.38 2,050.14 
0 0 4,649.00 1,073.00 1,545.00 1,237.00 7,742.00 
0 0 0 0 0 0 0 
),465.00 10,995.00 12,205.00 10,625.00 9,735.00 7,785.00 12,425.00 
41.06 43.11 45.27 47.53 49.91 52.41 55.03 
88.97 93.43 0 0 0 0 0 
0 0 0 0 0 0 0 
1^639.00 4,512.00 4,861.00 5,081.00 . 5,166.00 5,112.00 4,867.00 
(,224.00 2,904.00 2,827.00 2,940.00 2,870.00 2,816.00 2,571.00 
^200.00 4,200.00 4,200.00 4,800.00 4,800.00 4,800.00 4,800.00 
'.,100.00 2,100.00 2,100.00 2,400.00 2,400.00 2,400.00 2,400.00 
1,700.00 6,700.00 6,700.00 7,300.00 7,300.00 7,300.00 7,300.00 
0 0 0 0 0 0 0 
,200.00 4,200.00 4,200.00 4,800.00 4,800.00 4,800.00 4,800.00 
,200.00 4,200.00 4,200.00 4,800.00 4,800.00 4,800.00 4,800.00 
,700.00 6,700.00 6,700.00 7,300.00 7,300.00 7,300.00 7,300.00 
0 0 0 0 0 0 0 
,200.00 4,200.00 4,200.00 4,800.00 4,800.00 4,800.00 4,800.00 
,200.00 4,200.00 4,200.00 4,800.00 4,800.00 4,800.00 4,800.00 
(1 + r)^ 
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Table 56 (Continued) 
Years 
Variable Level 12 3 4 5 
j-4 
j=l 
j=2 
j=3 
j=4 
(c) 0 6,100.00 6,700.00 6,700.00 6,700.00 
(d) 0 0 0 0 0 
(a) 0 0 0 0 0 
(b) 0 0 . 0 0 0 
(c) 0 0 0 0 0 
(d) 0 0 0 0 0 
0 0 0 0 0 
(a) .9093 .9093 .9093 .9093 .9093 
(b) .9093 .8993 .8793 .8593 .8393 
(c) ,9093 .8293 .8093 .7193 .6993 
(d) .9093 .7386 .7186 .6286 .6086 
(e) .9093 .9093 .9093 .9093 .9093 
(f) .9093 .7386 .7186 .6286 .6086 
(g) .6667 .5000 .5000 .5000 .5000 
(a) .0907 .0907 .0907 .0907 .0907 
(b) .0907 .1007 .1107 .1207 .1307 
(c) .0907 .1107 .1207 .1407 . 1507 
(d) .0907 .1107 .1207 -.1407 .1507 
(e) .0907 .0907 .0907 .0907 .0907 
(f) .0907 .1107 .1207 .1407 .1507 
(g) .3333 .2500 .2500 .2500 .2500 
(a) 0 0 0 0 0 
(b) 0 0 .0100 .0200 .0300 
(c) 0 .0100 .0200 .0400 .0500 
(d) 0 .1007 .1107 .1307 .1407 
(e) 0 0 0 0 0 
(f) 0 .1007 .1107 .1307 .1407 
(g) 0 .2500 .2500 .2500 .2500 
(a) 0 0 0 0 0 
(b) 0 0 0 0 0 
(c) 0 .0500 .0500. .1000 .1000 
Years 
4 5 6 7 8 9 10 
6,700.00 
0 
0 
0 
0 
0 
0 
.9093 
.8593 
.7193 
.6286 
.9093 
.6286 
.5000 
.0907 
.1207 
.1407 
-.1407 
.0907 
.1407 
.2500 
0 
.0200 
.0400 
.1307 
0 
.1307 
.2500 
0 
0 
.1000 
6,700.00 
0 
0 
0 
0 
0 
0 
.9093 
.8393 
.6993 
.6086 
.9093 
.6086 
.5000 
.0907 
.1307 
.1507 
.1507 
.0907 
.1507 
.2500 
0 
.0300 
.0500 
.1407 
0 
.1407 
.2500 
0 
0 
.1000 
6,700.00 
0 
0 
0 
0 
0 
0 
.9093 
.8193 
.6093 
.5186 
.9093 
.5186 
.5000 
.0907 
.1407 
.1707 
.1707 
.0907 
.1707 
.2500 
0 
*0400 
.0700 
.1607 
0 
.1607 
.2500 
0 
0 
.1500 
7,300.00 
0 
0 
0 
0 
0 
0 
.9093 
.7993 
.5893 
.4986 
.3031 
.1729 
.5000 
.0907 
.1507 
.1807 
.1807 
.1773 
.2201 
.2500 
0 
.0500 
.0800 
.1707 
.0866 
.2101 
.2500 
0 
0 
.1500 
7,300.00 
0 
0 
0 
0 
0 
0 
.9093 
.7793 
.4993 
.4086 
.3031 
.1729 
.5000 
.0907 
.1607 
.2007 
.2007 
.1773 
.2201 
.2500 
0 
.0600 
. 1000 
.1907 
.0866 
.2101 
.2500 
0 
0 
.2000 
7,300.00 
0 
0 
0 
0 
0 
0 
.9093 
.7593 
.4793 
.3886 
.3031 
.1729 
.5000 
.0907 
.1707 
.2107 
.2107 
.1773 
.2201 
.2500 
0 
.0700 
.1100 
.2007 
.0866 
.2101. 
.2500 
0 
0 
.2000 
7,300.00 
0 
0 
0 
0 
0 
0 
.9093 
.7393 
.3893 
.2986 
.3031 
.1729 
.5000 
.0907 
.1807 
.2307 
.2307 
.1773 
.2201 
.2500 
0 
.0800 
.1300 
.2207 
.0866 
.2101 
.2500 
0 
0 
.2500 
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Table 56 (Continued) 
Years 
Variable Level 12 3 4 5 
Al 
X 47 
r56 
r69 
j=l 
j=2 
j=3 
j=4 
j=l 
j=2 
j=3 
j=4 
j=l 
j-2 
j=3 
j=4 
j=2 
(d) 
(e) 
(f) 
(g) 
(a) 
(b) 
(c) 
(a) 
(b) 
(c) 
(a) 
(b) 
(c) 
(a) 
(b) 
(c) 
j=3 
(a) 
(b) 
(c) 
(d) 
(a) 
(b) 
(c) 
0 
0 
0 
0 
5,146.64 
5,146.64 
0 
5,490.75 
5,361.77 
0 
3,000.00 
2,400.00 
52.20 
45.00 
0 
0 
0 
0 
0 
0 
0 
.0500 
0 
.0500 
0 
6,678.85 
6,678.85 
0 
6,451.80 
6,319.27 
0 
3,793.50 
3,578.08 
0 
2,400.00 
3,000.00 
1,200.00 
45.00 
52.50 
30.00 
.01 
.01 
.01 
0 
0 
0 
.0500 
0 
.0500 
0 
5,561.66 
5,561.66 
0 
6,335.20 
6,215.65 
0 
3,791.72 
3,576.30 
0 
2,400.00 
3,000.00 
1,200.00 
48.00 
60.00 
24.00 
.01 
.01 
.01 
) 
.01 
.01 
.1000 
0 
.1000 
0 
4,544.38 
4,544.38 
0 
7,292.06 
7,172.51 
0 
3,882.42 
3,626.91 
0 
2,400.00 
3,600.00 
1,200.00 
48.00 
72.00 
24.00 
.01 
.01 
.01 
I 
.01 
.01 
.1000 
0 
.1000 
0 
7,142.20 
7,142.20 
0 
7,193.86 
6,757.31 
0 
3,940.25 
3,652.78 
0 
1,800.00 
3,600.00 
1,200.00 
37.50 
60,00 
30.00 
.01 
.01 
.01 
) 
.01 
.01 
Years 
10 
.1500 .1500 .2000 .2000 .2500 
0 .4330 .4330 .4330 .4330 
.1500 .3969 .3969 ,3969 .3969 
0 0 0 0 0 
5,138.17 5,689.66 5,438.73 4,419.70 6,601.36 
5,138.17 5,689,66 5,438.73 4,419.70 6,601.36 
0 0 0 0 0 
10,202.19 7,353.78 6,271.09 7,565.17 8,158.41 
9,765.64 6,917.23 5,834.54 6,463.67 7,056.91 
0 0 0 0 0 
4,518.20 4,862.18 3,998.23 6,243.59 5,601.99 
4,197.03 4,541.01 3,677.06 5,893.52 5,222.82 
0 0 0 0 0 
,800.00 1,200.00 1,200.00 1,200.00 1,800.00 1,200.00 
(,600.00 3,600.00 3,600.00 3,600.00 3,600.00 3,600.00 
,200.00 1,800.00 1,800.00 1,800.00 2,400.00 3,000.00 
37.50 30.00 30.00 30.00 37.50 30.00 
60,00 60,00 60.00 60.00 60.00 60.00 
30.00 37.50 37.50 37.50 45.00 52.50 
0 0 0 0 0 0 
.01 .01 .01 . .01 .01 .01 
.01 .01 .01 .01 .01 .01 
.01 .01 .01 .01 .01 .01 
0 0 0 0 0 0 
.01 .01 .01 .01 .01 .01 
.01 .01 .01 .01 .01 .01 
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Table 56 (Continued) 
Variable Level 1 2 3 4 
Years 
5 
(d) 0 0 .01 .01 .01 
j=l 0 0 0 0 0 
j=4 0 0 0 0 0 
00
 
(a) 0 0 0 0 0 
Cb) 2/900.00 2,900.00 2,900.00 2,900.00 2,900.00 
(c) 5,800.00 5,800.00 5,800.00 5,800.00 5,800.00 
(d) 11,600.00 11,600.00 11,600.00 11,600.00 11,600.00 ] 
X79 (a) 0 0 0 0 0 
(b) 2,900.00 5,800.00 8,700.00 11,600.00 14,500.00 ] 
(c) 5,800.00 11,600.00 17,400.00 23,200.00 29,000.00 c 
X81 
(d) 11,600.00 23,200.00 34,800.00 46,400.00 58,000.00 
€ 
(a) 226,000.00 235,467.00 242,448.00 247,925.00 247,869.00 26 
CM Cb) 61,446.15 61,446.15 61,446.15 61,446.15 61,446.15 6 CM 
(a) .0004425 .0004425 .0004425 .0004425 ,0004425 
X83 
Cb) .00001627 .00001627 .00001627 .00001627 .00001627 . 
j=l Ca) 103,734.00 103,734.00 103,734.00 103,734.00 103,734.00 IC 
Cb) 12,286.14 12,286.14 12,286.14 12,286.14 12,286.14 1 
j=2 Ca) 0 0 0 0 0 
Cb) 0 0 0 0 0 
j=3 Ca) 0 0 0 0 0 
Cb) 0 0 0 0 0 
j='4 Ca) 0 0 0 0 0 
Cb) 0 0 0 0 0 
326.13 339.20 352.76 479.98 612.88 
x96 j=l 310.00 346.00 417.00 639.00 1,078.19 
j=2 1,408.32 60.00 75.00 0 108.90 
j=3 
-- 2,054.84 2,405.29 822.88 107.25 
Xl05 
j=4 0 0 0 0 0 
Ca) 2,260.00 2,260.00 2,260.00 2,260.00 2,260.00 
Xl06 
Cb) 61,446.15 61,446.15 61,446.15 61,446.15 61,446.15 6 
j=l Ca) 0 0 0 0 0 
Cb) 0 .01 .02 .02 .02 
Cc) 0 .01 .02 .02 .02 
Years 
10 
.01 
0 
0 
0 
2,900.00 
5,800.00 
11,600.00 
0 
14,500.00 
29,000.00 
58,000.00 
247,869.00 
61,446.15 
,0004425 
.00001627 
103,734.00 
12.286.14 
0 
0 
0 
0 
0 
0 
612.88 
1,078.19 
108.90 
107.25 
0 
2,260.00 
61.446.15 
0 
.02 
.02 
.01 
0 
0 
0 
2,900.00 
5,800.00 
11,600.00 
0 
17,400.00 
34,800.00 
69,600.00 
263,364.00 
61,446.15 
.0004425 
.00001627 
103,734.00 
12.286.14 
0 
0 
0 
0 
0 
0 
637.63 
643.67 
0 
0 
' 0 
2,260.00 
61.446.15 
0 
.02 
.02 
.01 
0 
0 
0 
2,900.00 
5,800.00 
11,600.00 
0 
20,300.00 
40,600.00 
81,200.00 
263,465.00 
61,446.15 
.0004425 
.00001627 
103,734.00 
12.286.14 
0 
0 
0 
0 
0 
0 
656.84 
1,502.00 
" 30.00 
0 
0 
2,260.00 
61.446.15 
0 
.02 
.02 
.01 
0 
0 
0 
2,900.00 
5,800.00 
11,600.00 
0 
23,200.00 
46,400.00 
92,800.00 
249,034.00 
61,446.15 
.0004425 
.00001627 
103,734.00 
12.286.14 
0 
0 
0 
0 
0 
0 
690.20 
1,528.95 
20.00 
0 
0 
2,260.00 
61.446.15 
0 
.02 
.02 
.01 
0 
0 
0 
2,900.00 
5,800.00 
11,600.00 
0 
26,100.00 
52,200.00 
104,400.00 
249,128.00 
61,446.15 
.0004425 
.00001627 
103,734.00 
12.286.14 
0 
0 
0 
0 
0 
0 
718.09 
1,700.29 
0 
0 
0 
2,260.00 
61.446.15 
0 
.02 
.02 
.01 
0 
0 
0 
2,900.00 
5,800.00 
11,600.00 
0 
23*000.00 
58,000.00 
116,000.00 
256,880.00 
6i;446il5 
.0004425 
.00001627 
103,734.00 
12.286.14 
0 
0 
0 
0 
0 
0 
743.67 
1,581.38 
228.00 
0 
0 
2,260.00 
61.446.15 
0 
.02 
.02 
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Table 56 (Continued) 
Years 
Variable Level 1 2 3 4 5 
(d) 0 .01 .02 .02 .02 
j=2 (a) 0 0 0 0 0 
(b) 0 0 0 0 0 
(c) 0 0 0 0 0 
(d) 0 0 0 0 0 
j=3 (a) 0 0 0 0 0 
(b) 0 0 0 0 0 
(c) 0 0 0 0 0 
(d) 0 0 0 0 0 
j=4 (a) 0 0 0 0 0 
(b) 0 0 0 0 0 
(c) 0 0 0 0 0 
x"; 
(d) 0 0 0 0 0 
326.13 665.33 1,018.09 1,498.07 2,110.95 
.0600 .0600 .0550 .0600 .0600 
Xl20 
.0550 .0550 .0500 .0550 .0550 
.02 .02 .03 .03 .02 
Xl22 
.0075 .0075 .0800 .0800 .0075 
Xl23 (a) .3000 .3000 .3000 .3000 .3000 
Xl24 
(b) .2200 .2200 .2200 .2200 .2200 
(a) .2220 .2000 .2000 .2000 .2000 
Xl25 
(b) .1400 .1400 .1400 .1400 .1400 
(a) .0240 .0200 .0200 .0200 . .0200 
Xl26 
(b) .0200 .0200 .0200 .0200 .0200 
(a) .0440 .0400 .0400 .0400 .0400 
Xl27 
Cb) .0300 .0300 .0300 .0300 .0300 
(a) .0500 .0400 .0400 .0400 .0400 
Xl28 
(b) .0300 .0300 .0300 .0300 .0300 
j=l (a) .6770 .6770 .6770 .6770 .6770 
(b) .6770 .6770 .6770 .6770 .6770 
(c) 0 0 0 0 0 
V 
.02 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
18.07 
0600 
0550 
.03 
0800 
3000 
2200 
2000 
1400 
0200 
0200 
0400 
0300 
0400 
0300 
6770 
6770 
0 
Years 
.02 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
2,110.95 
.0600 
.0550 
.02 
.0075 
.3000 
.2200 
.2000 
.1400 
. .0200 
.0200 
.0400 
.0300 
.0400 
.0300 
.6770 
.6770 
0 
.02 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
2,748.58 
.0700 
.0650 
.02 
.0075 
.3000 
.2200 
.2000 
.1400 
.0200 
.0200 
.0400 
.0300 
.0400 
.0300 
.6770 
.6770 
0 
7 
.02 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
3,405.42 
.0650 
.0600 
.03 
.0075 
.3000 
.2200 
.2000 
.1400 
.0200 
.0200 
.0400 
.0300 
.0400 
.0300 
.6770 
.6770 
0 
8 
.02 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
4,095,62 
.0700 
.0650 
.03 
.0075 
.3000 
.2200 
.2000 
.1400 
.0200 
.0200 
.0400 
.0300 
.0400 
.0300 
.6770 
.6770 
0 
9 
.02 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
4,813.71 
.0650 
.0600 
.03 
.0075 
.3000 
.2200 
.2000 
.1400 
.0200 
.0200 
.0400 
.0300 
.0400 
.0300 
.6770 
.6770 
0 
10 
.02 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
5,557.38 
.0600 
.0550 
.03 
.0075 
.3000 
.2200 
.2000 
.1400 
.0200 
.0200 
.0400 
.0300 
.0400 
.0300 
.6770 
.6770 
0 
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Table 56 (Continued) 
Variable Level 1 2 3 4 
Years 
5 
2=2 (a) .9610 .9610 .9610 .9610 .9610 
(b) .8650 .8650 .8650 .8650 .8650 
(c) 0 0 0 0 0 
j=3 (a) .8340 .8340 .8340 .8340 .8340 
(b) .7510 .7510 .7510 .7510 .7510 
(c) 0 0 0 0 0 
j=4 (a) 0 0 0 0 0 
(b) 0 0 0 0 0 
Xl30 
(c) 0 0 0 0 0 
j=l (a) 0 0 0 0 0 
(b) 0 0 0 0 0 
(c) 0 0 0 0 0 
(d) 0 0 0 0 0 
2=2 (a) 0 0 0 0 0 
(b) 0 0 0 0 0 
(c) 0 .01 0 .01 0 
(d) 0 .01 0 .01 . Ô 
j=3 (a) 0 0 0 0 0 
(b) 0 0 0 0 0 
(c) 0 .01 0 .01 0 
(d) 0 . 1007 0 .01 0 
j=4 (a) 0 0 0 0 0 
Cb) 0 0 0 0 0 
(c) 0 .05 0 .05 0 
^145 
(d) 0 .05 0 .05 0 
j=l 50.00 50.00 50.00 550.00 550.00 
2=2 35.00 1,035.00 1 ,035.00 1 ,035.00 1 ,035.00 1 
j=3 0 0 0 0 81.75 
j=4 " M » — *»#» wm M 
Xl46 j=l 0 0 0 0 0 
2=2 11,000.00 11,000.00 11 ,000.00 11 ,000.00 21 ,000.00 21 
j=3 
— 16,000.00 16 ,000.00 16 ,000.00 16 ,000.00 16 
j=4 
Years 
5 6 7 8 9 10 
•610 .9610 .9610 .9610 .9610 .9610 .9610 
1650 .8650 .8650 .8650 .8650 .8650 .8650 
0 0 0 0 0 0 
1340 .8340 .8340 .8340 .8340 .8340 .8340 
510 .7510 .7510 .7510 .7510 .7510 .7510 
0 0 0 G 0 0 
0 0 0 0 0 0 
0 0 0 0 0 0 
0 0 0 0 0 0 
0 0 0 0 0 0 
0 0 0 0 0 0 
0 0 0 0 0 0 
0 0 0 0 0 0 
0 0 0 0 0 0 
0 0 0 0 0 0 
01 0 .01 0 .01 0 .01 
01 . ô .01 0 .01 0 .01 
0 0 0 0 0 0 
0 0 0 0 0 0 
01 0 .01 0 .01 0 .01 
01 0 .01 0 .01 0 .01 
0 0 0 0 0 0 
0 0 0 0 0 0 
05 0 .05 0 .05 0 .05 
05 0 .05 0 .05 0 .05 
00 550.00 550.00 550.00 550.00 550.00 550.00 
00 1 ,035.00 1 ,072.50 1,072.50 1,073.00 1 ,373.50 1 ,299.02 
81.75 121.49 232.63 300.69 210.84 249.14 
0 0 0 0 0 0 
00 21 ,000.00 21 ,000.00 21,000.00 21,000.00 31 ,000.00 31 ,000.00 
00 16 ,000.00 16 ,000.00 16,000.00 16,000.00 16 ,000.00 16 ,000.00 
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Table 56 (Continued) 
Years 
Variable Level 12 3 4 5 
xlGl j=l (a) .33 .33 .33 .33 .33 
(b) 1.00 1.00 1.00 1.00 1.00 
(c) .50 .50 .50 .50 .50 
3=2 (a) .33 .33 .33 .33 .33 
(b) 1.00 1.00 1.00 1.00 1.00 
(c) .50 .50 .50 .50 .50 
j=3 (a) .33 .33 .33 .33 .33 
(b) 1.00 1.00 1.00 1.00 1.00 
(c) .50 .50 .50 .50 .50 
j=4 (a) .33 .33 .33 .33 .33 
(b) 1.00 1.00 1.00 1.00 1.00 
(c) .50 .50 .50 .50 .50 
j=l 7 7 7 7 7 
j=2 2 3 3 4 4 
j=3 0 0 0 0 0 
rl69 
j=4 2 3 3 4 6 
j=l (a) 0 0 0 0 0 
(b) 0 0 0 0 0 
(c) 0 0 0 0 0 
j=2 (a) 0 0 0 0 0 
(b) 0 0 0 0 0 
(c) 0 0 0 0.0 
j=3 (a) 0 0 Ji 0 0 
(b) 0 0 0 0 0 
(c) 0 0 0 0 0 
j=4 (a) 0 0 0 0 0 
(b) 0 0 0 0 0 
(c) 0 0 0 0 0 
15,950.00 25,200.00 26,100.00 26,000.00 37,200.00 
j=2 0 0 2,880.00 2,520.00 2,040.00 
j=3 0 750.00 1,250.00 1,400.00 1,581.75 
171 
X j=l (a) .3442 .3442 .3442 .3442 .3442 
(b) .5000 .5000 .5000 .5000 .5000 
Years 
5 6 7 8 9 10 
.33 .33 .33 .33 .33 .33 .33 
.00 1.00 1.00 1.00 1.00 1.00 1.00 
.50 .50 .50 .50 .50 .50 .50 
.33 .33 .33 .33 .33 .33 .33 
.00 1.00 1.00 1.00 1.00 1.00 1.00 
.50 .50 .50 .50 .50 .50 .50 
.33 .33 .33 .33 .33 .33 .33 
.00 1.00 1.00 1.00 1.00 1.00 1.00 
.50 .50 .50 .50 .50 .50 .50 
.33 .33 .33 .33 .33 .33 .33 
.00 1.00 1.00 1.00 1.00 1.00 1.00 
.50 .50 .50 .50 .50 .50 .50 
7 7 7 7 7 7 
4 4 4 4 4 4 
0 1 1 1 2 3 
6 6 6 6 7 8 
0 0 0 0 0 0 
0 0 0 0 0 0 
0 0 0 0 0 0 
0 ,0866 0 0 0 0 
0 .0494 0 0 0 0 
0 .0238 0 0 0 0 
0 .0866 0 0 0 0 
0 .0494 0 0 0 0 
0 .0238 0 0 0 0 
0 .4330 0 0 0 0 
0 .2470 0 0 0 ,0 
0 .1190 0 0 0 0 
00 37 ,200.00 J37;200*00 37 ,200.00 37,200.00 37,450.00 38,450.00 
00 2 ,040.00 2,880.00 3 ,000.00 2,520.00 3,180.00 3,240.00 
00 1 ,581.75 1,621:49 1 ,732.64 1,800.70 1,710.85 1,749.14 
3442 .3442 .3442 .3442 .3442 .3442 .344 
5000 .5000 .5000 .5000 .5000 .5000 .50C 
Table 56 (Continued) 
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Yean 
.172 
.173 
rl74 
rl75 
ble Level 1 2 3 4 5 
j=2 (a) 0 0 0 0 0 
Cb) 0 0 0 0 0 
(a) 0 0 0 0 0 
(b) 0 0 0 0 0 
j=4 (a) 0 0 0 0 0 
(b) 0 0 0 • 0 0 
j=l (a) 5 ,000.00 23,500.00 25,300.00 25,100.00 26,500.00 
(b) 2 ,500.00 11,800.00 12,700.00 13,100.00 13,800.00 
j=2 (a) 3 ,500.00 3,700.00 3,900.00 4,100.00 4,300.00 
(b) 3 ,500.00 3,700.00 3,900.00 4,100.00 4,300.00 
j=3 (a) -  - 1,700.00 2,700.00 3,000.00 3,200.00 
(b) - - 850.00 1,350.00 1,500.00 1,700.00 
j=4 (a) 0 0 0 0 0 
(b) 0 0 0 0 0 
j=l 0 0 0 0 0 
j=2 0 0 1,010.14 0 . 0 
j=3 0 0 0 0 0 
j=4 
- - -- — - -
j=l (a) 0 0 0 0 0 
(b) 0 0 0 0 0 
j=2 (a) 0 0 0 0 0 
Cb) 0 0 0 0 0 
j=3 (a) 0 0 0 0 0 
(b) 0 0 0 0 0 
j=4 (a) 0 0 0 0 0 
(b) 0 0 0 0 0 
j=l (a) 0 0 - 0 0 0 
(b) .33 .33 .33 .33 .33 
(c) .50 .50 .50 .50 .50 
j=2 (a) .33 .33 .33 .33 .33 
(b) .33 .33 .33 .33 .33 
(c) .33 .33 .33 .33 .33 
j=3 (a) .33 .33 .33 .33 .33 
(b) .33 .33 .33 .33 .33 
4 
Years 
5 6 7 8 9 10 
0 0 0 0 0 0 0 
0 0 0 0 0 0 0 
0 0 0 0 0 0 0 
0 0 0 0 0 0 0 
0 0 0 0 0 0 0 
• 0 0 0 0 0 0 0 
5,100.00 26,500.00 26,300.00 26,100.00 25,900.00 26,200.00 28,000.00 
3,100.00 13,800.00 13,700.00 13,600.00 13,500.00 13,650.00 14,550.00 
4,100.00 4,300.00 5,700.00 5,900.00 6,000.00 6,000.00 6,000.00 
4,100.00 4,300.00 5,700.00 5,900.00 6,000.00 6,000.00 6,000.00 
3,000.00 3,200.00 3,400.00 3,600.00 3,800.00 4,800.00 4,800.00 
1,500.00 1,700.00 1,900.00 2,100.00 2,300.00 3,300.00 3,300.00 
0 0 0 0 0 0 0 
0 0 0 .. 0 0 0 0 
0 0 0 0 0 0 0 
0 . G 0 0 0 0 0 
0 0 0 0 0 0 0 
0 0 0 0 0 0 0 
0 0 25,000.00 0 0 0 0 
0 0 0 0 0 0 0 
0 0 0 0 0 0 0 
0 0 0 0 0 0 0 
0 0 0 0 0 0 0 
0 0 0 0 0 0 0 
0 0 0 0 0 0 0 
0 0 0 0 0 0 0 
.33 .33 .33 .33 .33 .33 .33 
.50 .50 .50 .50 .50 .50 .50 
.33 .33 .33 .33 .33 .33 .33 
.33 .33 .33 .33 .33 .33 .33 
.33 .33 .33 .33 .33 .33 .33 
.33 .33 .33 .33 .33 .33 .33 
.33 .33 .33 .33 .33 .33 .33 
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Table 56 (Continued) 
Variable Level 1 2 3 4 
• Years 
5 
(c) .33 .33 .33 .33 .33 
j=4 (a) .33 .33 .33 .33 .33 
(b) .33 .33 .33 .33 .33 
(c) .33 .33 .33 .33 .33 
xl80 j=l 500.00 9,250.00 10,250.00 10,250.00 10; ,250.00 1 
j=2 250.00 250.00 250.00 250.00 250.00 
j=3 
— 100.00 100.00 100.00 181.75 
j=4 
—  —  —  —  —  —  —  —  -  —  
xisi (a) 0 0 0 0 0 
(b) .01 .01 .01 .01 .01 
Xl82 (a) 0 0 0 0 0 
(b) .01 .01 .01 .01 .01 
Xl83 (a) 0 0 0 0 0 
(b) .01 .01 .01 .01 .01 
Xl84 (a) .22 .22 .22 .22 .22 
Xl85 
- (b) .26 .26 .26 .26 .26 
j=l .0420 .0420 .0420 .0420 .0420 
j=2 .0460 .0460 .0460 .0460 .0460 
j=3 .0460 .0460 .0460 .0460 .0460 
Zl86 
j=4 .0460 .0460 .0460 .0460 .0460 
.2153 .1802 .1382 .1470 .1852 
xl87 
.2091 ,1744 .1364 .1428 .1770 
xl88 
.2094 .1710 .1354 .1448 .1715 
Xl89 
— —  .1944 .1513 .0921 .1376 
xl95 j=l 25 o
 
o
 
o
 
o
 
o
 
25,000.00 25,000.00 25,000.00 25, 
O
 
o
 
o
 
o
 
o
 
Xl96 j=l 164 ,553.85 174,346.98 181,667.00 187,496.76 171, 991.50 18{ 
3=2 0 0 0 0 0 
j=3 0 0 0 0 0 
Xl97 
j='4 0 0 0 0 0 
j=l 
.6667 .5000 .5000 .5000 .5000 
j=2 .3333 .2500 .5000 .5000 .5000 
j=3 0 .2500 .2500 .2500 .2500 
j=4 0 0 0 0 0 
• Years 
5 6 7 8 9 10 
.33 .33 .33 .33 .33 .33 
,33 .33 .33 .33 .33 .33 
.33 .33 .33 .33 .33 .33 
.33 .33 .33 .33 .33 .33 
10 ,250.00 10 ,250.00 10 ,250.00 10,250.00 10,590.00 10,500.00 
250.00 250.00 250.00 250.00 400.00 362.50 
181.75 221.49 332.64 400.70 310.85 349.14 
0 0 0 0 0 0 
.01 .01 .01 .01 .01 .01 
0 0 0 0 0 0 
.01 .01 .01 .01 .01 .01 
0 0 0 0 0 0 
.01 .01 .01 .01 .01 .01 
.22 .22 .22 .22 .22 .22 
.26 .26 .26 .26 .26 .26 
.0420 .0420 .0420 .0420 .0420 .0420 
.0460 .0460 .0460 .0460 .0460 .0460 
.0460 .0460 .0460 .0460 .0460 .0460 
.0460 .0460 .0460 .0460 .0460 .0460 
.1852 .1888 .1164 .1433 .1552 .1619 
.1770 .1860 .1123 .1442 .1506 .1550 
.1715 .1758 .1127 .1426 .1538 .1571 
.1376 .1495 .1488 .0946 .1380 .1357 
25 ,000.00 25, 000.00 25, 000.00 25,000.00 25 ,000.00 25,000.00 
.71 ,991.50 188, 099.38 188, 838.01 175,063.85 175 ,848.05 184,318.14 
0 0 0 0 0 0 
0 0 0 0 0 0 
0 0 0 0 0 0 
.5000 .5000 .5000 .5000 .5000 .5000 
.5000 .5000 .5000 .5000 .5000 .5000 
.2500 .2500 .2500 .2500 .2500 .2500 
0 0 0 0 0 0 
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Table 57. Units of activities in final basis, standard run^ regular method of income ta 
Activity Activity levels per year 
(P) 1 2 3 4 5 6 
1 
2 
O 
1,129.00 1,129.00 251.42 132.43 1,035.03 1,036.65 
J 
4 
5 
£i 
877.58 988.52 
O 
7 .29 2.31 2.31 
8 1.00 1.00 
9 78.00 
10 
11 
12 
13 45.00 45.00 45.00 45.00 
14 30.00 30.00 
15 
16 180.00 180.00 180.00 180.00 
17 
18 
19 344.30 471.59 464.59 275.81 281.59 
20 105.88 207.98 199.59 
21 
22 78.00 78.00 72.00 70.00 - 78.00 
23 192.84 30,537.75 70,176.75 85,185.99 86,035.72 92,007.36 
24 7,916.22 26,460.54 31,442.46 27,232.74 
25 6,869.03 14,055.72 10,502.18 
26 
27 3,372.38 78,506.57 78,139.09 71,829.71 89,994.35 113,089.49 
28 25,258.86 104,547.37 86,011.00 83,522.82 98,083.66 120,948.60 
29 2,569.76 6,528.66 
30 
31 1,201.21 
32 
33 540.00 1,382.40 2,403.43 3,492.64 4,647.20 
34 11,747.32 38,422.19 
35 96,594.35 171,213.48 141,719.95 137,140.88 158,470.42 175,274.79 
36 2.25 4.00 4.00 4.00 4.00 4.00 
37 3.40 
38 16.41 16.41 16.41 16.41 16.41 16.41 
39 
40 607.00 
*See pages 379-380. 
un^ regular method of income taxation 
Activity levels per year 
5 6 7 8 9 10 
1,035.03 1,036.65 433.01 172.42 
489.00 489.00 
2.31 2.31 1.00 1.00 
1.00 9.21 9.21 
00 45.00 45.00 45.00 45.00 45.00 
30.00 
00 180.00 180.00 180.00 180.00 180.00 
59 275.81 281.59 533.09 378.37 
207.98 199.59 313.56 
260.79 
DO 70.00 - 78.00 718.00 718.00 644.36 642.52 
99 86,035.72 92,007.36 20,413.58 73,787.27 104,078.18 81,478.88 
54 31,442.46 27,232.74 10,202.09 20,848.38 25,815.36 23,910.09 
33 14,055.72 10,502.18 -? 3,486.34 8,308.20 16,728.57 9,819.77 
2,483.07 
71 89,994.35 113,089.49 55,330.47 95,968.62 75,999.59 
52 98,083.66 120,948.60 63,917.83 96,559.66 74,973.02 
2,569.76 6,528.66 12,782.96 20,754.50 29,651.29 40,283.89 
+3 3,492.64 4,647.20 5,917.50 7,382.14 8,978.89 10,642.51 
11,747.32 38,422.19 149,964.02 115,754.79 113,340.90 166,349.60 
38 158,470.42 175,274.79 61,738.98 128,533.13 159,984.34 141,901.61 
)0 4.00 4.00 1.23 3.23 4.00 3.12 
3.29 3.09 
ÏI 16.41 16.41 
16.41 16.41 16.41 16.41 
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Table 57 (Continued) 
Activity Activity levels per year 
(P) 1 2 3 4 5 6 
41 557.00 
42 340.75 547.76 370.57 388.90 385.98 
43 
44 13,245.08 29,462.37 29,725.48 
45 46.39 50.32 39.03 42.08 31.23 38.54 
46 2.50 
47 2.64 4.50 
48 45.00 45.00 45.00 
49 30.00 30.00 
50 
51 7,735.52 28,182.09 
52 5,071.67 8,405.18 4,351.33 
53 14,735.16 16,767.86 19,744.71 11,904.43 
54 
55 
56 
57 
58 
59 607.00 607.00 607.00 607.00 607.00 
60 557.00 557.00 557.00 557.00 557.00 
61 • 2.50 2.50 2.50 
62 2.64 7.14 7.14 7.14 7.14 
it;y levels per year 
5 6 7 8 9 10 
385.98 
29,725.48 
38.54 
2,738.68 
9.67 
185.00 
9,619.13 
12.11 
451.62 
31,702.89 
6 . 2 6  
268.30 
29,680.67 
45.00 45.00 45.00 
30.00 
45.00 
1,734.82 
607.00 607.00 
557.00 557.00 
2,50 2.50 
7.14 7.14 
607.00 607.00 
557.00 557.00 
2.50 2.50 
7.14 7.14 
607.00 607.00 
557.00 556.95 
2.50 2.50 
7.14 7.14 
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Table 58. Units of activities in final basis. standard run^ , Subchapter S method of'iric 
Activity Activity levels per year 
(P) 1 2 3 4 5 6 
1 
2 
O 
1,129.01 1,129.00 251.25 132.43 1,035.03 1,036.65 
J 
4 
5 877.75 988.52 
D 
7 .29 2.31 2.31 
8 1.00 1.00 
9 78.00 
10 
11 
- 12 
13 .03 45.00 45.00 45.00 45.00 
14 30.00 29.97 
15 
16 180.00 180.00 180.00 180.00 
17 
18 
19 344.29 471.79 464.59 275.81 281.59 
20 105.90 207.98 199.59 
21 
22 78.00 78.00 72.00 70.00 78.00 
23 192.84 41,650.46 94,023.28 96,941.85 86,034.63 92,006.48 
24 31,807.69 38,245.83 31,441.44 27,231.72 
25 - 19,649.84 18,714.26 14,055.72 10,502.17 
26 
27 3,372.41 78,507.16 78,175.06 71,829.65 89,994.36 113,089.35 
28 25,259.30 104,543.59 86,047.41 83,522.71 98,083.64 120,948.46 
29 
30 
31 1,187.21 734.97 
32 50.37 92.65 158.47 231.30 
33 540.00 1,382.40 2,403.43 •3,492.64 4,647.20 
34 2,275.72 17,940.66 40,817.50 73,825.43 
35 96,594.69 171,212.08 141,735.64 137,140.89 158,470.25 175,275.10 
36 2.25 4.00 4.00 4.00 4.00 4.00 
37 3.40 
38 16.41 16.41 16.41 16.41 16.41 16.41 
39 
40 607.00 
*See pages 379-380. 
, Subchapter S method of"income taxation 
Activity levels per year 
5 6 7 8 9 10 
1,035.03 1,036.65 432.94 172.42 
489.00 489.00 
2.31 2.31 1.00 1.00 
1.00 9.21 9.21 
45.00 
180.00 
275.81 
207.98 
70.00 
86.034.63 
31,441.44 
14,055.72 
89,994.36 
98.083.64 
45.00 
180.00 
281.59 
199.59 
78.00 
92,006.48 
27,231.72 
10,502.17 
113,089.35 
120,948.46 
45.00 
718.00 
20,412.57 
10,201.08 
3,486.31 
2,483.06 
30.00 
180.00 
313.56 
718.00 
73,786.42 
20,847.48 
8,308.28 
55,330.48 
63,917.86 
45.00 
180.00 
533.09 
644.38 
104,077.44 
25,814.68 
16,728.75 
95,968.63 
96,559.73 
45.00 
180.00 
378.37 
260.79 
642.52 
81,478.25 
23,909.42 
9,820.12 
75,999.64 
74,973.40 
158.47 
•3,492.64 
40,817.50 
158,470.25 
4.00 
231.30 
4,647.20 
73,825.43 
175,275.10 
4.00 
225.57 
5,917.50 
192,552.32 
61,738.96 
1.23 
3.29 
353.55 
7,382.14 
153,685.54 
128,533.16 
3.23 
3.09 
16.41 
448.67 
8,978.89 
148,196.66 
159,984.55 
4.00 
547.28 
10,642.51 -
196,449.57 
141,901.78 
3.12 
16.41 16.41 
16.41 16.41 16.41 
Table 58 (Continued) 
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Activity 
(P) 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
557.00 
46.39 
2.64 
7,735.60 
5,071.62 
14,735.23 
340.75 
13,244.75 
50.32 
4.50 
30.00 
17,041.56 
8,404.93 
16,767.41 
607.00 
557.00 
2.64 
548.00 
39.03 
2.50 
29.97 
607.00 
557.00 
7.14 
370.47 
42.08 
45.00 
607.00 
557.00 
2.50 
7.14 
388.89 
29,462.30 29, 
31.23 
45.00 
607.00 
557.00 
2.50 
7.14 
1,734.82 
10 
388.89 385.98 185.00 451.62 268.30 
29,462.30 29,725.46 2,738.65 9,619.09 31,702.77 29,680.71 
31.23 38.54 9.67 12.11 6.26 
45.00 45.00 45.00 45.00 
30.00 
45.00 
607.00 
557.00 
2.50 
14 
607.00 
557.00 
12,50 
7.14 
607.02 
557.00 
2.50 
7.14 
607.02 
557.00 
2.50 
7.14 
607.05 
557.00 
2.50 
7.14 
607.05 
556.98 
2.50 
7.14 
632 
Table 59. Mean percentage change in key variables of policy shift from h 
chapter S methods of income taxation, for each of four dividen 
Share- Method Dividend Dividend Dividend 
Key variables holder of tax II III^ 
Shareholder net worth^ 1 5.27 3.93 3.47 
5.92 4.39 5.11 
2 A -34.23 -33.03 -34.71 
B -25.71 -25.87 -26.65 
3 A —46•80 -45.94 -46.39 
, B -44.53 -43.98 -44.74 
4 . A 5.73 4.64 3.77 
B . 4.39 4.00 3.61 
Total A -3.05 -3.75 -4.82 
B — 1.88 -3.08 -2.83 
Corporate stock value^ A 19.96 14.44 9.42 
B 23.41 17.21 10.22 
Ic Return to fixed factors A 2.23 2.10 1.26 
B 3.26 2.48 1.49 
^High fixed dividends. 
^Low fixed dividends. 
^High variable dividends. 
^ow variable dividends. 
Stock transfer by gift and sale. 
^No stock transfer, 
®Stock transfer by sale. 
^or the end of the tenth year. 
^Regular method of income taxation. 
•^Subchapter S method of income taxation 
Ic Average for the ten years in each run. 
s of policy shift from high to low salary levels under regular and Sub-
for each of four dividend levels and three stock transfer processes 
Stock Stock Stock 
id Dividend Dividend Dividend Transfer Transfer Transfer Method 
11^  ivd le Ilf IHg of tax 
3.93 3.47 3.58 .73 6.37 5.10 4.06 
4.39 5.11 4.59 3.95 5.00 5.06 5.00 
-33.03 -34.71 -33.20 -23.26 -42.04 -36.08 -33.79 
-25.87 -26.65 -25.97 -17.95 -34.35 -25.85 -26.05 
-45.94 -46.39 -46.04 -30.31 -58.22 -50.35 -46.29 
-43.98 -44.74 -44.17 -29.42 -58.22 -45.42 -44.35 
4.64 3.77 4.24 13.79 0 0 4.60 
4.00 3.61 3.86 11.90 0 0 3.97 
-3.75 -4.82 -4.12 -4.15 -3.47 -4.18 -3.94 
-3.08 -2.83 -2.99 -1.94 -3.14 -3.01 -2.70 
14.44 9.42 12.39 13.99 14.21 13.96 14.05 
17.21 10.22 14.84 16.39 16.53 16.34 16.42 
2.10 1.26 1.86 1.77 2.07 1.76 1.87 
2.48 1.49 2.23 2.32 2.48 2.30 2.37 
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Table 59 (Continued) 
Share-
Key variables holder 
Method 
of tax 
Dividend 
la 
Dividend 
lib 
Dividend 
llic 
Individual income tax^ 1 A -14.68 -31.54 -4.99 
State B 11.81 13.42 12.35 
2 A -54.93 -71.28 -56.82 
B -20.26 -19.22 -23.23 
3 A -56.40 -59.41 -56.74 
B -47.23 -45.92 -48.20 
4 A 0 0 23.46 
B 27.06 23.63 25.27 
Federal 1 A -21.31 -33.35 -9.80 
B 21.26 23.96 21.72 
2 A -56.31 -68.69 -57.17 
B -21.18 -20.26 -24.03 
3 A -45.75 -46.57 -45.24 
B -38.62 -37.74 -39.33 
4 A 0 0 16.84 
B 18.60 16.38 17.83 
Total A -29.62 -43.18 -23.90 
B 10.92 12.90 10.87 
Corporate income tax 
State A 33.94 29.99 29.92 
Federal A 41.23 39.42 38.06 
Total A 40.89 38.98 37.68 
Total income tax^ A 9.27 13.44 14.31 
B 10.92 12.90 10.87 
^Total for the ten years in each run. 
Stock Stock Stock 
Dividend Dividend Dividend Transfer Transfer Transfer Method 
lib Ilic ivd le ijf Illg of tax 
-31.54 
13.42 
-71.28 
-19.22 
-59.41 
-45.92 
0 
23.63 
-33.35 
23.96 
-68.69 
-20.26 
-46.57 
-37.74 
0 
16.38 
-43.18 
12.90 
29.99 
39.42 
38.98 
13.44 
12.90 
-4.99 
12.35 
-56.82 
-23.23 
-56.74 
-48.20 
23.46 
25.27 
-9.80 
21.72 
-57.17 
-24.03 
-45.24 
-39.33 
16.84 
17.83 
-23.90 
10.87 
29.92 
38.06 
37.68 
14.31 
10.87 
-29.44 
12.96 
-72.59 
-19.67 
-59.56 
-46.08 
31.02 
23.70 
-30.14 
23.23 
-69.34 
-20.70 
-46.52 
-37.85 
27.97 
16.47 
-42.12 
12.28 
29.17 
38.70 
38.25 
14.63 
12.28 
-19.39 
9.15 
-60.57 
-12.55 
-55.26 
-34.91 
40.86 
74.74 
-23.19 
16.62 
-60.51 
-13.93 
-44.18 
-29.79 
33.61 
51.96 
-33.17 
8 .68  
30.58 
39.15 
38.75 
12.88 
8 . 6 8  
-24.34 
15.88 
-68.19 
-31.32 
-61.61 
-61.61 
0 
0 
-26.98 
27.82 
-65.94 
-31.33 
-48.93 
-48.93 
0 
0 
-38.92 
14.29 
31.16 
39.80 
39.39 
13.10 
14.29 
-16.76 
12.88 
-62.96 
-17.92 
-57.21 
-44.05 
0 
0 
-20.77 
23.19 
-62.18 
-19.38 
-44.95 
-36.44 
0 
0 
-32.02 
12.26 
30.53 
39.11 
38.71 
12.76 
12.26 
-20.16 
12.64 
-63.91 
-20.60 
-58.03 
-46.86 
13.62 
24.92 
-23.65 
22.54 
-62 .88  
-21.54 
-46.02 
-38.39 
11.20 
17.32 
-34.71 
11,81 
30.76 
39.35 
38.95 
12.91 
11.74 
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Table 59 (Continued) 
Key variables 
Share­
holder 
Method 
of tax 
Dividend 
I* 
Dividend 
lib 
! 
Dividend 
III® 
Divi 
IV 
Estate settlement costs^ A 2.79 2.14 2.47; 2 
B 2.09 1.47 3.34; 1 
Federal estate tax A 10.08 7.48 9.05; 7 
B 11.16 5.45 12.08! 7 
Ic 
State inheritance tax A 21.82 15.61 20.11: 15 
B 14.41 10.05 26.93 16 
Total estate costs^ A 6.89 5.19 6.13 5 
B 5.01 3.56 8.32 4 
î 
i 
vidend 
I* 
Dividend 
lib 
! 
Dividend 
III® 
Dividend 
ivd 
Stock 
Transfer 
le 
Stock 
Transfer 
Ilf 
Stock 
Transfer 
IIlS 
Method 
of tax 
2.79 2.14 2.47 2.12 1.21 3.19 2.75 2.38 
2.09 1.47 3.34; 1.97 1.78 2.64 2.24 2.22 
10.08 7.48 9.05; 7.52 5.94 10.40 9.26 8.53 
11.16 5.45 12.08: 7.56 8.24 11.50 7.45 9.06 
>1.82 15.61 20.11: 15.78 12.51 22.40 20.08 18.33 
L4.41 10.05 26.93 16.46 18.39 17.68 14.82 16.96 
6.89 5.19 6.13 5.18 3.16 7.67 6.70 5.85 
5.01 3.56 8.32 4.92 4.69 ' 6.30 5.37 5.45 
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Table 60. Mean percentage change in key variables of policy shift from high fixed div: 
to high variable dividends, and high fixed dividends to low variable divide: 
taxation, for each of three stock transfer processes and two salary levels 
Stock 
Key variables 
St, 
Share­ Method Salary Salary Stock Transfer Tram 
holder of tax la Ijb Transfer II* , II 
1 4.66 3.05 1 to
 
o
 
6.31 5 
B"* 1.07 -.09 .10 .58 
2 A 5.87 6.78 8.71 4.13 6 
B 2.11 1.48 2.40 .72 2 
3 A 3.52 4.31 8.00 0 3 
B 1.78 1.77 2.70 0 2 
4 A 5.73 4.23 14.95 0 0 
B 1.29 .77 3.09 0 0 
Total A 5.89 4.64 4.72 5.71 5 
B . 1.49 .36 1.17 .54 1 
Shareholder net worth 
^High salaries. 
^Low salaries. 
^Stock transfer by gift and sale. 
^o stock transfer. 
^Stock transfer by sale only. 
^High fixed dividends. 
®Low fixed dividends. 
^High variable dividends. 
4iow variable dividends. 
^Standard run. 
^or end of the tenth year. 
^Regular method of income taxation. 
m, Subchapter S method of income taxation. 
ft from high fixed dividends to low fixed dividends, high fixed dividends 
to low variable dividends under regular and Subchapter S methods of income 
and two salary levels 
Stock Stock 
Transfer Transfer Dividend Dividend Dividend Method Dividend 
Ild ^ Ilie if-llg I-IIlh i_ivi of tax OJ-I 
20 6.31 5.46 4.36 2.45 4.76 3.86 
00 00 
10 .58 00
 
o
 
.34 .42 .72 .49 -2.44 
71 4.13 6.13 7.S7 3.51 8.09 6.32 13.88 
40 .72 2.26 2.59 .15 2.64 1.79 16.09 
00 0 3.75 4.74 1.90 5.10 3.91 26.24 
70 0 2.62 3.04 -.56 2.85 1.78 32.93 
95 0 0 6.10 2.27 6.58 4.98 -29.97 
09 0 0 1.66 -.16 1.59 1.03 -16.36 
72 5.71 5.34 6.13 2.97 6.67 5.26 -2.73 
17 .54 1.06 1.14 .24 1.39 .92 .37 
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Table 60 (Continued) 
Share-
Key variables holder 
Method 
of Tax 
Salary 
la 
Salary 
lib 
Stock 
Transfer ic 
Stock 
Transfer 
Ild 
Stock 
Transfer D] 
III® ] 
Ic 
Corporate stock value A 30.68 22.23 26.47 26.45 26.44 
B 21.31 12.44 17.07 16.61 16.95 
Returns to fixed factors^ A 3.50 3.00 3.22 3.33 3.21 
B 2.64 1.47 2.17 ^ 1.88 2.12 
Individual income tax° 1 A -40.46 -43.72 -35.95 -50.76 -39.55 
State B -.32 .66 -.72 1.17 .06 
2 A -23.70 -42.86 -36.84 -28.73 -34.27 
B 3.32 2.90 4.23 1.36 3.73 
3 A -7.48 -11.55 -17.18 0 -11.35 
B .91 1.78 . 2.31 0 1.72 
4 A -28.20 -25.31 -80.26 0 0 
B 2.77 1.02 . 5.68 0 0 
Federal 1 A -44.89 -45.39 -38.16 -53.60 . -43.66 
B -.09 1.32 - .46 1.97 .34 
2 A -19.04 -34.48 -30.26 • -22.45 -27.58 
B 3.47 2.97 4.58 1.23 3.84 
3 A -5.05 -5.61 -9.81 0 -6.18 
B .76 1.25 1.80 0 1.21 
4 A -26.08 -23.11 -73.79 0 0 
B 1.81 .62 3.65 0 0 
Total A -35.02 -40.10 -34.09 -42.05 -36.54 
B .50 1.51 .48 1.80 .74 
^Average for the ten years in each run. 
°Total for the ten years in each run. 
Stock Stock 
Transfer Transfer Dividend Dividend Dividend Method Dividend 
lid III® If-IIB I-IIlh l-ivi • of tax CP-I 
26.45 26.44 31.39 13.59 34.38 26.45 -39.42 
16.61 16.95 27.46 -2.84 26.01 16.88 -38.70 
3.33 3.21 4.12 1.23 4.40 3.25 -7.08 
^ 1.88 2.12 4.02 -1.54 . 3.69 2.06 -7.54 
-50.76 -39.55 -50.83 -19.87 -55.56 -42.09 219.69 
1.17 .06 .15 .49 . -.13 .17 -7.86 
-28.73 -34.27 -39.07 -17.81 -42.97 -33.28 627.09 
1.36 3.73 6.05 -2.25 5.52 3.11 2.83 
0 -11.35 -10.71 -.6.02 -11.81 -9.51 201.07 
0 1.72 2.79 -1.28 . 2.52 1.34 43.35 
0 0 -29.89 -18.70 -31.67 -26.75 — 
0 0 3.87 -1.71 . 3.53 1.90 -49.68 
-53.60 . -43.66 -54.51 -22.60 -58.31 -45.14 241.71 
1.97 .34 .91 . .53 . .40 .61 -14.42 
-22.45 -27.58 -32.02 -13.49 -34.77 -26.76 454.24 
1.23 3.84 6.19 -2.21 5.66 3.21 3.68 
0 -6.18 -6.00 -3.39 -6.60 -5.33 109.81 
0 1.21 2.07 -.94 , 1.87 1.00 35.03 
0 0 -28.02 -15.10 -30.67 -24.60 --
0 0 2.57 -1.26 2.34 1.22 -39.60 
-42.05 -36.54 -45.26 -18.83 -48.58 -37.56 238.04 
1.80 .74 1.70 .10 1.21 1.00 -10.10 
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Table 60 (Continued) 
Stock 
Share- Method Salary Salary Stock Transfer Ti 
Key variables holder of tax 11^ Transfer 11^ 
Corporate income tax° 
State A 8 4.96 5 .50 7 .15 7, .42 
Federal A 7 .28 5 .38 6 .25 6, .51 
Total A 7 .36 5 .39 6 .29 6, .56 
Total income tax° A -11 .65 -7 .73 "8, .40 -10, .65 
B .50 1 .50 .51 1, .75 
Estate settlement costs'^ A .46 -.07 «1, .06 .87 
B -1 .91 -1 .79 -1, .84 -1. 96 
Federal estate tax*^ A .68 -1 .20 -5. 58 2. 51 
B -7, .54 -6 .38 "8, .70 -6. 31 
State inheritance tax^ A .85 -4 .58 -15. 07 3. 72 
B -17, .35 -13 .74 -19. 64 -13. 96 
Total estate costs'^ A .81 .50 -3. 02 1. ,84 
B -5. 05 -4 .41 -5. .12 ,75 
Stock 
Transfer I® 
Stock 
Transfer 
Ild 
Stock 
Transfer 
Ilie 
Dividend Dividend 
I-IIlh 
Dividend 
I-IVi 
Method 
of tax 
Dividend 
oi-i 
7.15 7.42 7.12 8.84 3.28 9.57 7.23 -31.75 
6.25 6.51 6.23 7.99 2.41 8.59 6.33 -35.41 
6.29 6.56 6.27 8.03 2.46 8.63 6.38 -35.24 
-8.40 -10.65 -10.02 -11.20 -5.74 -12.13 -9.69 1.09 
.51 1.75 .74 1.70 .08 1.21 1.00 -10.10 
-1.06 .87 .78 .07 .42 .10 .20 1.46 
-1.84 -1.96 -1.75 -4.07 1.89 -3.37 -1.85 5.06 
-5.58 2.51 2.28 -1.10 1.35 -1.04 - .26 8.67 
-8.70 -6.31 -5.88 -15.22 7.07 -12.74 -6.96 28.49 
-15.07 3.72 3.21 -5.12 1.99 -5.02 -2.72 25.68 
-19.64 -13.96 -13.03 -33.56 16.07 -29.15 -15.55 91.55 
-3.02 1.84 1.65 -.29 .99 -.23 .16 4.40 
-5.12 -6.75 -4.33 -10.30 4.71 -8.62 -4.73 14.71 
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Table 61. Mean percentage change in key variables of policy shift from stock transfe 
transfer by gift and sale to transfer of stock by sale only, under regular 
each of four dividend levels and two salary levels 
Method Dividends Dividends Dividends Dividends 
Key variable of tax 11^ IV^ 
Shareholder net worth1 50.68 62.11 54.61 62.91 
39.98 41.56 39.52 41.35 
2 A -33.20 -35.87 -34.20 -36.06 
B -29.45 -30.45 -29.28 -30.36 
3 A -43.26 -47.00 -44.78 -47.28 
B -42.54 -43.63 -42.50 -43.59 
4 A -100.00 -100.00 -100.00 -100.00 
B -100.00 -100.00 -100.00 -100.00 
Total A .88 1.80 1.32 1.85 
B -1.33 -1.92 -1.30 -1.85 
Corporate stock value^ A .16 .18 .10 .16 
Returns to fixed factors™ 
B .31 .02 .15 .04 
A .14 .20 .16 .20 
B .26 .01 .24 .06 
Individual income tax^ 1 A 10.60 -9.48 3.22 -13.79 
State B 18.68 21.66 17.66 21.58 
2 A -16.68 -8.34 -13.00 -6.26 
B -17.78 -19.74 -17.43 -19.78 
3 A -12.08 1.83 -5.14 3.76 
B -23.54 -25.41 -22.70 -25.24 
4 A -100.00 -100.00 -100.00 -100.00 
B -100.00 -100.00 -100.00 -100.00 
Federal 1 A 12.53 -11.49 2.77 -14.73 
B 23.74 27.54 22.54 27.28 
2 A -13.24 -5.69 -9.53 -4.08 
B -18.79 -21.31 -18.32 -21.17 
%igh fixed dividends. 
Low fixed dividends. 
^High variable dividends. 
Low variable dividends. 
®High salaries. 
Low salaries. 
SStock transfer by gift and sale, 
^No stock transfer. 
^Stock transfer by sale only. 
jpor end of tenth year. 
^Regular method of income taxation. 
^Subchapter S method of income taxation. 
^Average for the ten years in each run. 
"Total for the ten years in each run. 
com stock transfer by gift and sale to no stock transfer, and from 
ly, under regular and Subchapter S methods of income taxation, for 
ids Dividends 
IV^ 
Salary 
I® 
CO
 
•
 
Stock 
transfer 
IS - Ilh 
Stock 
transfer 
I - IIli 
Method 
of tax 
51 62.91 53.74 61.41 62.48 52.67 57.58 
52 41.35 39.54 41.66 44.18 37.02 40.60 
20 -36.06 -27.37 -42.30 -37.78 -31.88 -34.83 
18 -30,36 -24.38 -35.39 -35.16 -24.60 -29.88 
J8 -47.28 -34.24 -56.93 -50.16 -41.01 -45.58 
)0 -43.59 -32.42 -53.71 -50.20 -35.92 -43.06 
)0 -100.00 -100.00 -100.00 -100.00 -100.00 -100.00 
)0 -100.00 -100.00 -100.00 -100.00 -100.00 -100.00 
Î2 1.85 1.29 1.64 3.33 -.40 1.47 
Î0 -1.85 -1.02 -2.18 -.87 -2.33 -1.60 
LO .16 .10 .19 .29 0 .14 
L5 .04 .11 .15 .14 .12 .13 
L6 .20 .10 .24 .35 0 .18 
54 .06 .11 .18 .13 .16 .14 
12 -13.79 -1.91 -2.82 -14.18 9.45 -2.36 
>6 21.58 17.08 22.71 21.44 18.35 19.90 
)0 -6.26 -5.55 -16.60 -16.13 -6.02 -11.08 
v3 -19.78 -12.92 -24.45 -27.45 -9.92 -18.68 
A 3.76 1.73 -7.54 -.33 -5.48 -2.90 
'0 -25.24 -12.30 -36.14 -31.89 -16.55 -24.22 
10 -100.00 -100.00 -100.00 -100.00 -100.00 -100.00 
10 -100.00 -100.00 -100.00 -100.00 -100.00 -100.00 
7 -14.73 -2.56 -2.90 -16.69 11.23 -2.73 
14 27.28 20.67 29.88 27.08 23.47 25.28 
13 -4.08 -4.13 -12.14 -11.79 -4.48 -8.14 
12 -21.17 -14.42 -25.37 -28.62 -11.17 -19.90 
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Table 61 (Continued) 
Method Dividends Dividends Dividends Dividends j 
Key variable of tax I* lib III® lyd 
3 À -5.66 2.37 -1.40 3.34 
B -17.94 -19.74 -17.12 -19.57 -
4 Â -100.00 -100.00 -100.00 -100.00 -]  
B -100.00 -100.00 -100.00 -100.00 -]  
Total . A 2.03 -8.34 -1.86 -9.37 
B 8.90 10.32 12.70 10.19 
Corporate income tax^ 
State A .30 .44 .35 .40 
Federal A .22 .36 .26 .38 
Total A .22 .37 .26 .39 
Total income tax^ A .95 -1.53 -.41 -1.68 
B 8.90 10.32 8.60 10.19 
Estate settlement cost" A 21.10 24.09 21.92 24.24 
B 18.01 18.41 17.64 18.31 
Federal estate tax™ A 119.07 144.24 124.20 145.44 1 
B 89.98 105.30 82.81 102.52 
State inheritance tax™ A 494.63 678.68 533.12 683.78 5 
B 315.40 438.71 272.48 420.18 3 
Total estate cost™ A 65.09 75.73 67.84 76.25 
B 53.22 56.26 50.98 55.76 
Stock Stock 
Dividends Salary Salary transfer transfer Method 
IV® le ilf Ig - llh I - iiii of tax 
3.34 2.24 -2.92 2.27 -2.94 -.34 
-19.57 -10.46 -26.73 -24.13 -13.06 -18.60 
-100.00 -100.00 -100.00 ^ -100.00 -100.00 -100.00 
-100.00 -100.00 -100.00 ' -100.00 -100.00 -100.00 
-9.37 -2.80 -5.98 -13.07 4.30 -4.38 
10.19 8.31 12.75 9.43 11.63 10.53 
.40 .28 .49 .76 0 .38 
.38 .20 .42 .61 0 .30 
.39 .20 .42 .62 0 .31 
-1.68 -.68 -.65 -2.64 1.31 -.66 
10.19 7.24 11.76 9.43 9.58 9.50 
24.24 21.78 23.90 24.09 21.59 22.84 
18.31 17.70 18.48 19.15 17.04 18.10 
145.44 128.98 137.49 140.80 125.68 133.24 
102.52 95.27 95.03 100.79 89.51 95.15 
683.78 570.53 624.58 639.22 555.89 597.56 
420.18 364.27 359.12 386.22 337.17 361.70 
76.25 67.94 74.52 75.31 67.14 71.22 
55.76 53.21 54.90 57.30 50.82 54.06 
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Table 62. Mean percentage change in key variables of a shift from pre-1964 incon 
Act of 1964 under regular and Subchapter S methods of income taxation, 
and two salary levels 
Key variables 
Share­
holder 
Method 
of 
Taxation 
Dividend 
la 
Dividend 
lib 
Dividend 
Ilic 
Shareholder net worth® 1 Ah 4.75 4.54 4.79 
fii 5.58 6.20 5.57 
2 A 7.43 7.36 6.52 
B 3.41 3.72 3.40 
3 A _ 6.70 6.46 5.74 
6 3.80 3.89 3.86 
4 A 5.G8 4.72 • 3.82 
B 1.10 1.26 1.14 
Total A 5.46 5.15 4.90 
B 4.34 4.75 4.35 
Corporate stock value® A 5.56 4.60 2.78 
B -.55 -.24 -.27 
^Kigh fixed dividends. 
^Low fixed dividends. 
^High variable dividends. 
^Low variable dividends. 
®High salary. 
^Low salary. 
®For end of tenth year. 
^Regular method of income taxation. 
^Subchapter S method of income taxation. 
t from pre-1964 income tax law to law under the Revenue 
s of income taxation, for each of four dividend levels 
Method 
idend Dividend Dividend Salary Salary of 
lb Ilic ivd le iif Tax 
4.54 4.79 4.60 4.38 4.96 4.67 
6.20 5.57 6.02 5.38 6.30 5.84 
7.36 6.52 7.11 5.94 8.28 7.10 
3.72 3.40 3.62 3.41 3.66 3.54 
6.46 5.74 6.20 5.24 7.31 6.28 
3.89 3.86 3.83 3.58 4.11 3.84 
4.72 • 3.82 4.23 4.17 5.06 4.61 
1.26 1.14 1.20 1.02 1.34 1.18 
5.15 4.90 5.02 4.68 5.58 5.13 
4.75 4.35 4.62 4.17 4.86 4.52 
4.60 2.78 4,00 3.80 4.67 4.24 
-.24 -.27 -.28 -.42 -.25 -.34 
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Table 62 (Continued) 
Share-
Key variables holder 
Method 
of 
Taxation 
Dividend Dividend 
11^ 
Dividend 
Ilic 
Return to fixed factors^ A .58 .60 .20 
B -.45 
CM 1 
CM 1 
Ic 
Individual income tax 1 A 4.05 5.16 9.05 
State B 8.46 7.50 8.49 
2 A 1.78 3.58 6.96 
B 3.70 3.94 3.82 
3 A 4.35 5.56 6.64 
B 5.41 5.53 5.49 
4 A -12.62 -44.45 -2.30 
B 4.28 4.92 4.37 
Federal 1 A -10.54 -14.12 -7.04 
B -16.10 -17.17 -16.02 
2 A -17.64 -32.58 -19.06 
B -21.30 -20.48 -21.40 
3 A -19.30 -22.53 -20.05 
B -19.92 -19.52 -20.03 
4 A -31.00 -98.30 -42.36 
B -24.44 -23.20 -24.76 
Total A -11.58 -16.36 -9.30 
B -15.34 -16.02 -15.28 
Ic 
Corporate income tax 
State A 5.48 5.72 4.72 
Federal A -15.00 -15.15 -15.67 
Total A -14.06 -14.20 -14.73 
Average for the ten years in each run. 
^Total for the ten years in each run. 
Dividend Dividend Salary Salary 
Ilic lyd le iif 
Method 
of 
Tax 
.20 
-.42 
9.05 
8.49 
6.96 
3.82 
6.64 
5.49 
-2.30 
4.37 
-7.04 
-16.02 
-19.06 
-21.40 
-20.05 
-20.03 
-42.36 
-24.76 
-9.30 
-15.28 
4.72 
-15.67 
-14.73 
.50 
-.30 
7.76 
7.84 
6.39 
3.81 
6.51 
5.42 
-31.99 
4.54 
-13.14 
—.16; 88 
-33.24 
-20.66 
-22.50 . 
-19.62 
-100.00 
-23.46 
-15.32 
-15.84 
5.52 
-15.32 
-14.36 
.39 
-?42 
6 . 2 2  
7.63 
3.96 
3.82 
5.22 
5.62 
-22.41 
4.11 
-12.17 
-16.43 
-21.34 
-20.68 
-18.94 
-18.24 
-69.84 
-26.20 
-13.26 
-15.50 
4.74 
-15.17 
-14.23 
-.54 
-.29 
6.78 
8.52 
5.40 
3.82 
6.31 
5.30 
-23.27 
4.95 
-10.25 
-16.66 
-29.92 
-21.24 
-23.24 
-21.31 
-65.99 
-21.74 
-13.02 
-15.74 
5.98 
-15.39 
-14.44 
.47 
-.35 
6.50 
8.07 
4.68 
3.82 
5.76 
5.46 
-22.84 
4.53 
-11.21 
-16.54 
-25.63 
-20.96 
-21.10 
-19.77 
-67.92 
-23.96 
-13.14 
-15.62 
5.36 
-15.28 
-14.34 
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Table 62 (Continued) 
Key variables 
Share­
holder 
Method 
of 
Taxation 
Dividend 
la 
Dividend 
11% 
Dividend 
IIIC 
k 
Total income tax A -13.18 -14.66 -13.10 
Estate settlement costs^ 
B -15.38 -16.02 -15.28 
A 3.27 3.06 3.42 
Federal estate tax^ 
B 4.94 5.52 4.80 
A 16.32 15.60 17.13 
State inheritance tax^ 
B 23.60 28.68 21.89 
A 41.21 37.24 44.95 
Total estate costs^ 
B 60.68 84.30 55.16 
A 8.90 8.20 9.34 
B 13.82 15.36 13.32 
Method 
Dividend Dividend Salary Salary of 
Ilic lyd le iif Tax 
-13.10 -14.56 -13.79 -13.96 -13.88 
-15.28 -15.84 -15.52 -15.74 -15.63 
3.42 3,14^ 3.08 3.37 3.22 
4.80 5.42 4.80 5.54 5.17 
17.13 16.05 15.76 16.79 16.28 
21.89 27.82 24.05 26.95 25.50 
44.95 37.88 . 38.60 42.04 40.32 
55.16 82.04 65.95 75.14 70.55 
9.34 8.42 8.34 9.10 8.72 
13.32 15.14 13.38 15.44 14.41 
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Table 63. Percentage change in key variables of shift from consumption 
la to consumption 11^, consumption I to consumption III®, 
and consumption I to consumption IV^ under regular and Sub­
chapter S methods of income taxation 
Method Consumption levels 
Share­ of 
Key variables holders Taxation I-II I-III I-IV 
Shareholder net worth 
Corporate stock value 
1 0.90 .90 
BS 
— -- — — 
2 A -6.26 44.18 52.26 
B -5.64 
— — 
3 A -6.01 -6.60 2.58 
B -6.13 
— 
4 A — -.16 -.16 
B -- -- — 
Total A -1.34 5.32 7.18 
B -1.26 
— 
--
A 
— 
-.16 -.16 
B tmm 
Exogenous consumption levels under the standard run, including 
50% of life insurance premiums for shareholders two and three. 
^Exogenous consumption levels with the entire amount of life in­
surance premiums for each shareholder included therein. 
^Endogenously determined consumption levels at the average pro­
pensity to consume. 
^Endogenously determined consumption levels at 90% of the average 
propensity to consume. 
For the end of the tenth year, 
^Regular method of income taxation. 
^Subchapter S method of income taxation. 
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Table 63 (Continued) 
Key variables 
Method 
Share- of 
holders Taxation 
Consumption levels 
I-II I-III I-IV 
Return to fixed factors 
Individual income tax^ 
State 
Federal 
Corporate income tax 
State 
Federal 
Total 
Total income tax^ 
3 
4 
Total 
A 
B 
A 
B 
A 
B 
A 
B 
A 
B 
A 
B 
A 
B 
A 
B 
A 
B 
A 
A 
A 
A 
A 
B 
- . 22  - . 22  
6.83 6.82 
• — -.04 
.08 -.43 -.25 
•11  - -  — 
6.73 6.73 
• — .14 
.05 -.24 -.14 
,08  —— —— 
- .01  4.27 
-.31 
-.39 
-.39 
.23 
4.31 
-.31 
-.39 
-.39 
.24 
Average for the ten years in each run. 
Total for the ten years in each run. 
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Table 63 (Continued) 
Method Consumption levels 
Share- of 
Key variables holders Taxation I-II I-III I-IV 
Estate settlement costs 
Federal estate tax^ 
State inheritance tax*^ 
Total estate costs^ 
A — 3.17 3.17 
A — 16.48 16.48 
B .01 —— 
A -.01 38.91 38.90 
B .01 — —— 
A — 8.52 8.52 
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Table 64. Mean percentage change in key variables of election to be taxed un< 
to the regular method of income taxations, for each of four divide; 
levels under pre-1964 income tax law 
Key variables Share­ Salary Salary Stock Stock , 
holder I* lib transfer I^ transfer II tr; 
Shareholder net worth-] 1 6.08 7.15 14.78 1.98 
2 11.39 25.02 12.22 17.54 
3 1.35 5.24 .23 0 
4 -3.47 -3.98 -11.18 0 
Total 4.50 5.87 7.33 2.98 
Corporate stock valued 10.53 12.85 11.70 11.53 
Return to fixed factors^ 1.52 2.40 1.62 1.97 
Individual income tax^ 1 118.84 232.16 124.52 256.23 
State 2 61.61 288.44 197.04 146.73 
3 13.66 45.41 54.40 0 
4 1,115.60 1,233.69 3,523.94 0 
Federal 1 . 260.54 517.93 279.65 557.00 
2 73.28 286.00 211.36 141.70 
3 11.72 28.16 37.48 0 
4 505.77 512.17 1,526.92 0 
Total 156.55 362.66 217.79 324.36 
Total income tax^ -11.63 -12.51 -17.74 -7.46 
Estate settlement costs .65 .51 3.22 -.86 
Federal estate tax^ 3.80 3.63 16.38 -2.93 
State inheritance tax^ 10.66 10.85 44.08 -6.44 
Total estate cost^ 1.80 1.54 8.87 -2.19 
%igh salaries . 
Low salaries. 
°Stock transfer by gift and sale . 
No stock transfer. 
®Stock transfer by sale only. 
%igh fixed dividends. 
®Low fixed dividends. 
jHigh variable dividends . 
^Low variable dividends. 
jpor the end of the tenth year. 
^Average for the ten years in each r&#. 
^Total for the ten years in each run. 
to be taxed under Subchapter S of the Internal Revenue Code compared 
of four dividend levels, three stock transfer processes, and two salary 
Stock , Stock Dividend Dividend Dividend Dividend Method of 
ransfer II transfer III® _ I^ 11^ III" IV^ taxation 
1.98 3.09 9.12 5.14 7.04 5.16 6.62 
17.54 24.84 22.09 16.66 18.11 15.95 18.20 
0 9.65 4.88 3.26 2.31 2.73 2.30 
0 0 -1.28 -4.89 -3.46 -5.28 -3.73 
2.98 5.25 8.52 3.42 5.65 3.16 5.19 
11.53 11.84 18.75 15.19 1.50 11.33 11.69 
1.97 2.30 3.05 2.95 .22 1.62 1.96 
256.23 145.74 60.08 250.24 100.69 290.98 175.50 
146.73 181.31 75.37 243.76 108.93 272.04 175.02 
0 34.20 16.57 38.34 23.07 40.15 29.53 
0 0 99.85 1,393.48 252.01 2,953.24 1,174.64 
557.00 331.04 167.46 543.80 246.02 599.66 389.24 
141.70 185.86 99.59 239.25 125.42 254.30 179.64 
0 22.34 13.50 24.53 16.55 25.18 19.94 
0 0 60.03 594.36 130.33 1,251.18 508.97 
324.36 236.66 130.04 350.62 182.02 375.74 259.60 
-7.46 -11.00 -19.37 -7.56 -14.34 -7.01 -12.07 
-.86 -.62 2.16 -2.04 3.57 -1.35 .58 
-2.93 -2.29 9.13 -6.29 15.54 -3.50 3.72 
-6.44 -5.38 22.76 -13.94 41.96 -7.76 10.76 
-2.19 -1.67 5.48 -4.99 9.43 -3.24 1.67 
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Table 65. Mean percentage change in key variables of election to be taxed 
Code compared to the regular method of income taxation, for each 
levels under post-1964 income tax law 
Share- Salary Salary Dividend I 
Key variables holders 11^ 
Shareholder net worth 1 14.06 18.09 15.44 
2 5.87 11.04 12.90 
3 -2.00 -2.14 1.22 
4 -13.16 -15.08 -7.99 
Total 5.58 7.81 8.96 
Corporate stock value® 5.99 7.52 11.76 
Returns to fixed factors 1.07 1.59 1.92 
Individual income tax^ 1 89.92 165.05 . . 58.85 
State 2 70.97 315.56 80.52 
3 25.42 81.93 30.86 
4 5,136.79 6,293.37 377.02 
Federal 1 183.86 332.30 132.94 
2 90.58 431.54 100.56 
3 22.82 57.67 24.18 
4 16,766.98 26,455.34 208.71 
^High salaries. 
^Low salaries. 
^High fixed dividends. 
^ow fixed dividends. 
®High variable dividends. 
f 
Low variable dividends. 
®For the end of the tenth year. 
^Average for the ten years in each run. 
^Total for the ten years in each run. 
ction to be taxed under Subchapter S of the Internal Revenue 
taxation, for each of four dividend levels and two salary 
Dividend Dividend Dividend Dividend 
ic 11^ III® IV^ Mean 
09 15.44 16.66 15.32 16.87 16.07 
04 12.90 6.44 8.86 5.62 8.46 
14 1.22 -3.30 -2.18 -4.02 -2.07 
08 -7.99 -17.48 -12.70 -18.30 -14.12 
81 8.96 5.58 6.94 5.30 6.70 
52 11.76 9.96 -1.54 6.84 6.76 
59 1.92 2.22 -0.46 1.64 . 1.33 
05 . . 58.85 178.70 81.92 190.47 127.48 
56 80.52 280.50 109.02 303.04 193,27 
93 30.86 70.88 40.21 72.75 53.68 
37 377.02 8,000.88 814.53 13,667.89 5,715.08 
30 132.94 352.20 174.08 373.11 258.08 
54 100.56 389.22 134.36 420.10 261.06 
67 24.18 52.41 30.92 53.48 40.24 
34 208.71 85,686.65 549.26 0 21,611.16 
648 
Table 65 (Continued) 
Share- Salary Salary Dividend Dividend Div 
Key variables holders 11^ 11^ I 
Total 
Total income tax^ 
Estate settlement costs 
Federal estate tax^ 
State inheritance tax^ 
Total estate costs^ 
132.38 289.65 109.39 288.38 
-17.80 -20.97 -25.30 "15.79 
4.64 5.68 5.61 • 3.44 
23.10 27.54 27.19 16.68 
65.00 78.13 74.54 45.19 
13.03 15.98 15.76 9.34 
•5. 
Dividend jjd Dividend III® 
Dividend 
Mean 
288.38 143.90 302.38 211.01 
-15.79 -21.22 -15.22 -19.38 
• 3.44 7.46 4.13 5.16 
16.68 37.12 20.30 25.32 
45.19 109.59 56.94 71.56 
9.34 21.54 11.36 14.50 
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Table 66. Mean percentage change in key variables of election to be taxed under Sub 
Code compared to the regular method of income taxation for each of four d 
levels under pre-1964 income tax law 
Key variables 
Share­
holders 
Salary 
j-a 
Salary 
lib 
Dividend 
ic 
Dividend Di 
Ild 
Shareholder net worth® 1 12.97 16.59 14.53 14.82 
2 8.46 15.99 17.33 10.20 
3 . -.42 .. .87 4.05 -0.91 
4 -10.42 -11.84 -3.83 -14.66 
Total 6.10 8.56 10.12 5.99 
Corporate stock value® 10.53 12.88 18.63 15.31 
Returns to fixed factors^ .79 2.45 2.97 3.08 
i 
Individual income tax 1 87.64 161.41 52.23 172.57 
State 2 71.37 322.70 76.98 278.88 
3 24.97 83.83 29.56 71.19 
4 3,346.81 3,701.06 299.56 4,180.45 
Federal 1 197.02 362.29 148.70 369.93 
2 87.41 335.31 109.64 286.24 
3 21.64 53.33 25.09 46.30 
4 1,517.32 1,536.52 180.09 1,783.09 
Total 137.66 297.92 118.81 285.98 
^High salaries. 
^Low salaries. 
^High fixed dividends. 
^ow fixed dividends. 
®High variable dividends. 
^Low variable dividends. 
%or the end of the tenth year. 
^Average for the ten years in each run. 
^Total for the ten years in each run. 
iction to be taxed under Subchapter S of the Internal Revenue 
taxation for each of four dividend levels and two salary 
Dividend Dividend Dividend Dividend . 
11^ III® IVf Mean 
14.53 14.82 15.67 15.31 14.78 
17.33 10.20 12.18 . 9.21 12.22 
4.05 -0.91 1 O
 
-1.84. .23 
-3.83 -14.66 -10.19 -15.85 -11.13 
10.12 5.99 7.51 5.71 7.33 
18.63 15.31 1.47 11.42 11.71 
2.97 3.08 .17 .26 1.62 
52.23 172.57 82.86 190.45 124.53 
76.98 278.88 116.35 315.94 197.04 
29.56 71.19 41.90 74.95 54.40 
299.56 4,180.45 756.03 8,859.71 3,523.94 
148.70 369.93 204.08 395.91 279.66 
109.64 286.24 142.20 307.38 211.36 
25.09 46.30 30.90 47.65 37.49 
180.09 1,783.09 390.98 3,753.53 1,526.92 
118.81 285.98 161.77 304.60 217.79 
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Table 66 (Continued) 
Key variables 
Share­
holders 
Salary 
la 
Salary 
lib 
Dividend D 
ic 
Total income tax^ -16.17 -19.31 -23.40 -
Estate settlement costs^ 2.94 3.52 3.93 
Federal estate tax** 15.08 17.68 19.70 
State inheritance tax^ 40.05 48.12 53.42 
Total estate" cbsts^ 8.05 9.69 10.76 
Dividend Dividend Dividend Dividend 
ic Ild me ivf Mean 
-23.40 -14.43 -19.20 -13.94 -17.74 
3.93 1.04 6.05 1.89 , 3.23 
19.70 4.83 31.77 9.21 16.38 
53.42 8.17 95.91 18.85 44.09 
10.76 2.57 17.28 4.87 , 8.87 
Table 67. Effects of a profit-sharing type deferred compensation fund under regular and 
Subchapter S methods of income taxation 
Method 
Share­ of 1. Per cent 
Key variables holders Taxation I* II 
H
 
H
 1 
M
 change 
Shareholder net worth^ 1 269,976.91 266,827.53 -3,149.38 -1.17 
t 314,663.96 312,752.35 -1,911.61 - .06 
' 2 A 62,568.18 56,262.99 -6,305.19 -10.08 
B 69,309.38 63,711.25 -5,598.13 -8.08 
3 A 46,833.79 40,260.63 -6,573.16 -14.04 
B 45,758.83 39,398.96 -6,359.87 -13.90 
4 A 123,677.75 126,710.58 3,032.83 2.45 
B 101,312.51 103,870.94 2,558.43 2.53 
Total A 503,056.63 490,061.73 -12,994.90 -2.58 
B 531,044.68 519,733.50 -11,311.18 -2.13 
Corporate stock value^ A 218.90 224.27 5.37 2.45 
B 253.07 261.13 8.06 3.18 
^Deferred compensation plan under low salary levels . 
^No deferred compensation under low salary levels. 
'^For the end of the tenth year. 
^Regular method of income taxation. 
^Subchapter S method of income taxation. 
Table 67 (Continued) 
Method 
Share- of 
Key variables holders Taxation 
Returns to fixed factors A 
B 
Individual income tax® 1 A 
State B 
2 A 
B 
3 A 
B 
4 A 
B 
Federal 1 A 
B 
A 
B 
A 
B 
^Average for the ten years in each run. 
or 
Total for the ten years in each run. 
a h Per cent 
I II I - II change 
62,202.46 62,497.27 294.81 .47 
64,058.01 64,444.62 386.61 .60 
1,530.53 1,548.78 18.25 1.19 
7,101.70 7,382.33 280.63 3.95 
218.02 218.02 0 0 
1,971.55 2,093.45 121.90 6.18 
488.74 488.74 0 0 
1,131.56 1,183.62 52.06 4.60 
0 0 0 0 
788.48 874.88 86.40 10.96 
12,048.69 12,193.72 145.03 1.20 
96,998.31 103,133.23 6,134.92 6.32 
1,614.50 1,614.50 0 0 
12,734.39 13,595.88 861.49 6.77 
5,172.44 5,172.44 0 0 
8,980.05 9,296.76 316.71 • 3.53 
Table 67 (Continued) 
Key variables 
Share­
holders 
Method 
of 
Taxation I* lib I - II 
Per cent 
change 
4 A 0 0 0 0 
B 7,883.22 8,542.90 659.68 8.37 
Total A 21,072.91 21,236.20 163.29 .77 
B 137,589;22 146,103.03 8,513.81 6.19 
Corporate income tax® 
State A 6,094.78 6,386.77 291.99 4.79 
Federal A 131,349.82 140,775.14 9,425.32 7.18 
Total A 137,444.59 147,161.90 9,717.31 7.07 
Total income tax® A 158,517.50 168,398.09 9,880.59 6.23 
B 137,589.22 146,103.03 8,513.81 6.19 
Estate settlement tax^ A 8,367.22 8,466.50 99.28 1.19 
B 8,394.09 8,469.55 75.46 .90 
Federal estate tax^ A 5,266.38 5,577.73 311.35 5.91 
B 5,334.38 5,571.94 237.56 4.45 
State inheritance tax^ A 96.82 107.87 11.05 11.41 
B 97.99 105.38 7.39 7.54 
Total estate costs^ A 13,730.41 14,152.10 421.69 3.07 
B 13,826.47 14,146.87 320.40 2.32 
Table 68. Effects of specified employee fringe benefits upon key variables under regular 
and Subchapter S methods of income taxation 
Key variables 
, Method 
Share- of 
holders Taxation II I - II 
Per cent 
change 
Shareholder net worth 1 269,976.91 267,304.25 -2,672.66 -.99 
314,663.96 311,492.68 -3,171.28 -1.01 
2 A 62,568.18 61,439.94 -1,382.24 -1.80 
B 69,309.38 67,926.89 -1,382.49 -1.99 
3 A 46,833.79 46,303.50 -530.29 -1.13 
B 45,758.83 45,169.67 -589.16 -1.29 
4 A 123,677.75 122,168.41 -1,509.34 -1.22 
B 101,312.51 100,114.39 -1,198.12 -1.18 
Total A 503,056.63 497,216.10 -5,840.53 -1.16 
B 531,044.68 524,703.63 -6,341.05 -1.19 
ON 
Ln 
Standard run, no specified employee fringe benefits. 
^Standard run, with specified employee fringe benefits. 
"For the end of the tenth year. 
^Regular method of income taxation. 
'Subchapter S method of income taxation, 
Table 68 (Continued) 
Method 
Share- of 
Key variables holders Taxation 
Corporate stock value^ A 
B 
Returns to fixed factors^ A 
B 
Individual income tax® 1 A 
State B 
2 A 
B. 
3 A 
B 
4 A 
B 
Federal 1 A 
B 
2 A 
B 
^Average for the ten years in each run. 
®Total for the ten years in each run. 
h ^er cent 
I II I - II change 
218.90 216.23 -2.67 -1.22 
253.07 249.29 -3.78 -1.49 
62,202.46 62,110.14 -92.32 -.15 
64,058.01 63,926.51 -131.50 -.21 
1,530.53 1,521.78 -8.75 -.57 
7,101.70 6,965.88 -135.82 -1.90 
218.02 218.02 0 0 
1,971.55 1,914.42 -57.13 -2.90 
488.74 488.74 0 0 
1,131.56 1,107.14 -24.42 -2.16 
0 0 0 0 
788.48 747.80 -40.68 -5.16 
12,048.69 11,979.26 -69.43 -.58 
96,998.31 94,187.41 -2,810.90 -2.90 
1,614.50 1,614.50 0 0 
12,734.39 12,329.50 -404.89 -3.18 
Table 68 (Continued) 
Share-
Key variables holders 
Method 
of 
Taxation I* II" H
 
1 H
 
H
 
Per cent 
change 
3 A 5,172.44 5,172.44 0 0 
B 8,980.05 8,832.47 -147.58 -1.64 
4 A 0 0 0 0 
B 7,883.22 7,588.38 -294.84 -3.74 
Total A 21,072.91 20,994.74 -78.17 1 w
 
B 137,589.22 133,672.97 -3,916.25 -2.85 
g 
Corporate income tax 
State A 6,094.78 5,942.97 -151.80 -2.49 
Federal A 131,349.82 127,253.60 -4,096.22 -3.12 
Total A 137,444.59 133,196.56 -4,248.03 -3.09 
Total income tax® A 158,517.50 154,191.30 -4,326.20 -2.73 
B 137,589.22 133,672.97 -3,916.25 -2.85 
f 
Estate settlement costs A 8,367,22 8,319.38 -47.84 -.57 
B 8,394.09 8,358.21 -35.88 -.43 
Federal estate tax^ A 5,266.38 5,120.01 -146.37 -2.78 
B 5,334.38 5,223.08 -111.30 -2.09 
State inheritance tax^ A 96.82 92.43 -4.39 -4.53 
B 97.99 94.73 -3.26 -3.33 
Total estate costs^ A 13,730.41 13,531.82 -198.59 -1.45 
B 13,826.47 13,676.02 -150.45 -1.09 
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Table 69. Range of results from primairy objectives and percentage cha 
of specified primary objectives of the firm and shareholder 
income taxation pursuant to pre-1964 tax law 
Primary 
objective 
Method 
of 
Taxation 
Range of results 
Optimum Nonoptimum 
(dollars) 1 
Percentag 
from highe 
2 
1^ 62,435.47 57,797.90 65.35 
64,253.51 58,819.03 — 
2^ A 89,004.24 147,164.81 -7.43 — 3! 
3® A 16,576.39 75,915.88 0 65.35 
B 123,695.44 154,406.97 -7.82 — 
4^ A 134,570.61 180,123.51 -2.97 10.15 i; 
5® A 13,358.68 26,025.25 0 65.35 
B 13,583.31 27,528.68 -.70 
6% A ; 224.09 132.62 0 65.35 
?! 
B 260.53 155.12 0 — 
A 539,363.65 468,969.65 -2.97 10.15 i; 
B 544,662.69 510,747.98 -3.88 
^Maximize average annual ex post returns to fixed factors. 
^Regular method of income taxation. 
'^Subchapter S method of income taxation. 
'Minimize total income tax bill of the firm. 
Minimize total income tax bill of the shareholders. 
^Minimize total income tax bill of the firm and shareholders conbiri 
^Minimize average annual estate settlement costs and taxes for shar 
'^Maximize corporate stock value in year ten. 
•^laximize shareholder net worth in year ten. 
stives and percentage change in competing objectives upon attainment 
the firm and shareholders under regular and Subchapter S methods of . 
54 tax law 
Percentage change in competing objectives 
from highest results of primary objectives 
am Competing objectives 
1 2 3 4 5 6 7 
JO 65.35 0 21.68 0 0 -7.29 
)3 11.57 
— 
.18 0 -2.15 
Î1 -7.43 329.74 19.07 7.30 -40.82 -9.28 
Î8 0 65.35 — 21.68 0 0 -7.29 
)7 -7.82 — — — 16.77 -40.46 -2.14 
51 -2.97 10.15 120.39 — 82.12 -17.71 0 
15 0 65.35 0 21.68 — 0 -7.29 
iS 1 o
 
6.50 
— 
-- -4.91 -4.04 
i2 0 65.35 0 21.68 0 -- -7.29 
L2 0 — 11.57 — .18 — -2.15 
i5 -2.97 10.15 120.39 0 82.12 -17.71 — 
>8 -3.88 0 • — . 5.48 -22.19 — 
:o fixed factors. 
3n. 
ireholders, 
•m and shareholders combined. 
; costs and taxes for shareholder one. 
in. 
Table 70. Percentage change from optimum individual shareholder strategy of pursuit of aggre­
gate shareholder and firm optimum strategy 
Effect of pursuit of 3>rimary objectives on 
individual shareholders' objectives 
Primary Method of Objective 3 Objective 7 
objectives taxation 12 3 4 12 3 
1^ 0 0 0 0 -44.74 -17.59 -22.75 0 
16.83 90.21 74.51 -- -33.78 -13.33 -25.50 0 
2"^ A 407.17 474.81 117.68 -- -42.24 -9.52 -8.62 -31.60 
3® A 0 0 0 0 -44.74 -17.59 -22.75 0 
B 2.31 84.37 127.90 -- -34.29 -3.55 -3.95 -18.61 
4^ A 86.70 304.64 114.81 0 -6.48 -30.64 -39.64 --
5® A 0 0 0 0 -44.74 -17.59 -22.75 0 
B 13.61 70.74 64.31 - MM -33.60 -19.08 -28.82 -4.10 
^Maximize average annual ex post returns to fixed factors. 
^Regular method of income taxation. 
Subchapter S method of income taxation. 
^Minimize total income tax bill of the firm. 
Minimize total income! tax bill of the shareholders , 
£ 
Minimize total income tax bill of the firm and shareholders combined. 
^Minimize average annual estate settlement costs and taxes for shareholder one 
or» 
Ln 
00 
Table 70 (Continued) 
Effect of pursuit of primary objectives on 
individual shareholders' objectives 
Primary Method of Objective 3 Objective 7 
objectives taxation 1 2 34 12 3 4 
6» • A 0 0 0 0 -44.74 -17.59 -22.75 0 
B 16.83 90.21 74.51 - - -33.78 -13.33 -25.50 0 
A 86.70 304.64 114.81 0 -5.48 -30.64 -39.64 — 
B 0 99.02 133.23 -- -33.96 0 -.04 -14.14 
Mean A 82.94 154.87 49.61 
— 
-33.17 -20.17 -25.56 
— 
B ' 9.92 86.91 94.89 
— 
-33.88 -9.86 -16.76 -7.37 
mximize corporate stock value in year ten. 
•^T^laximize shareholder net worth in year ten. 
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Table 71. Results from pursuing individual shareholder's objectives of minimizing i 
net worth under pre-1964 income tax law 
Range of results Perc 
Primary Method of Share- Optimum Non-optimum 
objective taxation holder (dollars) 1 2 
1 9,082.70 54,263.65 0 65.35 
2 1,832.52 10,533.48 0 65.35 
3 5,661.18 12,323.49 0 65.35 
4 QC 2,314.69 - - - -
Total 16,576.39 75,915.88 0 65.35 
1 87,540.55 139,450.52 -3.88 » • 
2 8,260.79 16,494.33 -6.75 -  -
3 6,032.57 14,088.50 -6.75 . -  •  
4 0® 9,501.20 —  —  
Total 123,695.44 154,406.97 -7.82 - -  .  
1 471,514,77 260,552.04 - .96 52.78 
2 78,751.02 30,048.99 -3.22 9.56 
3 64,700.63 16,090,78 -3.22 9.56 
4 126,609.34 OS 0 65.35 
Total 539,363.65 468,969.65 -2.97 10.15 
1 467,204.78 306,993.25 -1.74 M m 
2 83,418.22 38,717.62 -3.88 —  -  •  
3 63,324.97 16,090.78 -3.66 - -
4 104,122.27 OS 0 
Total 544,662.69 510,747.98 -3.88 — 
Minimize total income tax liability of the shareholders. 
b 
Regular method of income taxation. 
®No income tax was paid by shareholder four except for runs involving both stock 
dividend levels. 
'^Subchapter S method of income taxation. 
®No income tax was paid by shareholder four except for runs involving stock tran 
f Maximize shareholder net worth in year ten. 
SNO increase in net worth was registered for shareholder four during the ten yea 
stock by gift and sale. 
actives of minimizing income tax liability and maximizing shareholder 
Percentage change from optimum firm strategy 
im Competing objectives 
1 2 3 4 5 6 
)5 0 65.35 0 21.68 0 0 -7.29 
k8 0 65.35 0 21.68 0 0 -7.29 
vS 
:n 
0 65.35 0 21.68 0 0 -7.29 
»7 
18 0 65.35 - - 21.68 0 0 -7.29 
i2 -3.88 » • 0 » tm 5.48 -22.19 0 
(3 -6.75 - - 19.69 102.67 -32.43 -4.43 
iO 
1A 
-6.75 . -• 19.69 -- 102.67 -32.43 -4.43 
,V 
•7 -7.82 -- . - - 16.77 -40.46 -2.14 
4 - .96 52.78 14.40 15.14 94.89 - 7.40 -3.69 
9 -3.22 9.56 158.40 42.90 3.09 -17.89 -3.36 
8 -3.22 9.56 158.40 42.90 3.09 -17.89 -3.36 
0 65.35 0 21.68 0 0 . -7.29 
5 -2.97 10.15 120.39 0 82.12 -17.71 — -
5 -1.74 M <• 23.80 tm mm 75.82 -10.65 -4.13 
2 -3.88 — - • 0 5.48 -22.19 0 
8 -3.66 - - .14 — — 4.10 -22.05 - .17 
0 11.57 — — 0 0 -2.15 
8 -3.88 — - 0 — — 5.48 -22.19 — — 
ns involving both stock transfer by gift and sale, and positive 
CIS involving stock transfer by gift and sale. 
Eour during the ten year period except for runs involving transfer of 
